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Abstract 
 
Real estate investment trusts, known as REITs, have been developing quite well in 
many parts of the world ever since its birth in the United States. REITs have 
contributed to the efficiency and liquidity of the real estate market during the second 
half of the 20
th
 century. Asia is a relatively young player in the global REITs market, 
and the first Asian REIT was introduced by Japan in 2001, followed by six more 
Asian regions. The last decade has witnessed a rapid development of the Asian REIT 
market and much hope has given to the other emerging REIT markets. While in China, 
the issue of setting up the Chinese REITs (C-REITs) has attracted increasing attention 
during the last decade to help ease the financing problem of real estate developers in 
China. This dissertation aims to firstly examine the effects of various laws, 
regulations and their amendments on the development of the C-REITs market. The 
development process of C-REITs can be divided into two stages – the quasi-REIT 
stage and the real C-REIT stage. In this part, the development of the C-REITs is 
examined from the legislative perspective, and selected cases are brought into further 
study to give a clearer picture. Secondly this dissertation will identify and analyze the 
three major barriers of developing C-REITs market, which are the current incomplete 
legislative framework for C-REITs, the insufficient and immature C-REITs market 
and the insufficient risk prevention system for REITs in China. In this part, the author 
will make comparison between the current situation in China and other developed 
foreign countries with more mature and advanced REITs market. By comparison, the 
obstacles that hinder the development of C-REITs are identified. Subsequently 
suggestions will be given on what China should do to overcome each of the three 
barriers in order to achieve a smooth development of the C-REITs.  
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Chapter 1 Introduction 
1.1 A Brief History of REITs 
1.1.1 REITs in the U.S. 
1.1.2 A Overview of the Asian REITs Market 
1.1.3 Securitization of Real Estate Assets in China 
1.2 Scope of Study 
1.3 Research Objectives 
1.4 Methodology 
1.5 Structure of Thesis 
 
1.1  A Brief History of REITs 
During the past decade or two, the real estate sector of Asia has impressed the 
world at lease in two aspects. The first is the rapid development of the China 
real estate market, and the second is the fast expand of the Asian Real Estate 
Investment Trusts markets, known as REITs market.
1
 REITs have been 
developing for more than half a century in the U.S. while it is relatively a new 
concept to the general public in China. The author believes that the 
introduction of REITs to China will contribute to the overall soundness of not 
only the real estate sector but also the stock market. This paper will center 
around the securitization of China‘s real estate assets (or the development of 
REITs in China), including quasi-REITs and Chinese REITs (C-REITs).  
The following part gives a brief history of REITs in U.S, the birth place of 
REITs, and also it will talk about the Asian REITs market, which will give a 
                                                             
1
 Quek and Ong, (2007), ―Securitizing China Real Estate: a tale of two China-centric REITs‖, Journal 
of Property Investment & Finance, Vol. 26 No. 3, 2008, pp. 247 
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overall picture of the current development of REITs in the neighboring 
countries of China. Finally it will discuss the current securitization of real 
estate assets in China.  
 
1.1.1 REITs in the U.S. 
During the second half of the 20
th
 century, the REIT (Real Estate Investment 
Trust) industry has played an important role in the world economy as a special 
form of investment to promote the efficiency and liquidity of the real estate 
market. The origins of the real estate investment trust, or REIT, can be dated 
back to the 1880s in the US. At that time, investors could avoid double 
taxation because trusts were not taxed at the corporate level if income was 
distributed to beneficiaries.
2
 However, this favorable tax treatment was 
abandoned in the 1930s, and was reintroduced 30 years later when the US 
Congress passed the Real Estate Investment Trust Act of 1960.
3
 This act 
exempted REITs from corporate income tax provided that certain conditions 
were met, thus eliminating the double taxation problem commonly associated 
with most public listed companies 
In 1965, the first REIT was listed on the NYSE.  Prior to the creation of listed 
real estate equities, access to the investment returns of commercial real estate 
equity as a core asset was available only to institutions and wealthy 
individuals having the financial wherewithal to undertake direct real estate 
investment.
4
 
                                                             
2 See ―REITs 101: The History of REITs‖,  
http://www.reitnet.com/reits101/history.phtml, accessed February 8, 2010. 
3 See Joshua Kennon, ―Real Estate Investing Through REITs -- The Benefits of Property Ownership 
without the Hassle‖, 
http://beginnersinvest.about.com/od/reit/a/aa101404.htm, accessed February 8, 2010. 
4
 See ―All About REITs‖,  
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REIT investment increased in the 1980s and 1990s as a result of elimination of 
certain real estate tax shelters. The Tax Reform Act of 1986 allowed REITs to 
manage their properties directly; in 1993 REIT investment barriers to pension 
funds were eliminated,
5
 and the REIT Modernization Act of 1999 reduced 
Income Distribution Requirement from 98% to 90%. This series of reforms 
continued to decrease restrictions on REITs activities and make investment in 
REITs all the more attractive.  
As of December 2008, there are 136 publicly traded REITs operating in US 
with a total asset value of USD 191,651.0 million.
6
 
Ever since its establishment, the world real estate stock market has grown 
rapidly as more and more countries started to create their own REIT or 
REIT-like corporate structures. Prior to 1990, however, only the U.S., the 
Netherlands, Australia and Luxembourg had adopted REIT-like structures. In 
2007, the global REIT market was dominated by the U.S. (Market share was 
about 55%), Australia, Great Britain and Japan, according to Cathy Pareto in 
her study.
7
 
 
1.1.2 An Overview of Asian REITs Market 
Asia, a relatively young player in the field of REITs, currently has seven 
countries or regions where REITs are in place—Japan, Singapore, Hong Kong, 
South Korea, Taiwan, Thailand and Malaysia. India, Mainland China and 
                                                                                                                                                                              
http://www.reit.com/AllAboutREITs/tabid/54/Default.aspx, accessed February 8, 2010. 
5 See ―REITs 101: The History of REITs‖,  
http://www.reitnet.com/reits101/history.phtml, accessed February 8, 2010. 
6 See NAREIT, ―Historical REIT Industry Market Capitalization: 1972-2008‖,  
http://www.reit.com/IndustryDataPerformance/MarketCapitalizationofUSREITIndustry/tabid/85/Defau
lt.aspx, accessed February 8, 2010. 
7 See Cathy Pareto, ―Get A Round-Trip Investment With International REITs‖, 
http://www.investopedia.com/articles/mortgages-real-estate/08/international-reits.asp, accessed 
February 8, 2010 
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Vietnam are at the early stages of setting up REITs. Japan is the first country 
in Asia to introduce REIT in 2001 with the largest market cap as of now, 
followed by Singapore in 2002, and in 2005 Hong Kong had its first listed 
REIT – the Link. The Asian REITs market has been rapidly expanded during 
the last few years, and there have been increasing discussions on the feasibility 
of setting REITs market in China. As of date China is still undergoing the early 
stage of launching the Chinese REIT (C-REIT), which will be discussed in 
further detail in the following section.  
 
1.1.3 Securitization of Real Estate Assets in China 
After the financial tsunami in 2008, China‘s real estate sector suffered a lot 
and the liquidity became a big problem for many real estate developers. So the 
Chinese Government bring up the issue of launching a trial REIT to the top of 
its agenda and it serves the purpose of acting as a new way to finance real 
estate development instead of the traditional way of bank loans. According to 
various news reports, Chinese central government will launch a trial REIT 
scheme as a way to aid developers in trouble and revive the property market in 
2010.
8
 As a matter of fact, ever since this announcement in late December 
2008, it has aroused heated discussions regarding issues such as the 
establishment of institutional structure, regulation and legal system, tax 
arrangement, monitoring organization for REITs.  
While the regulations on REITs in China are still in the development stage, 
this doesn‘t hinder China to set hardware in place to embrace the carrying out 
of REITs. The Shanghai Stock Exchange is reported to have a REIT trading 
                                                             
8 See Sanchez Wong and Alfred Liu, ―China to launch trial REIT scheme to aid developers‖,  The 
Standard News, January 07, 2009,  
http://www.thestandard.com.hk/news_detail.asp?pp_cat=1&art_id=76684&sid=22134657&con_type=
1, accessed February 8, 2010 
5 
 
system standing by, which will start trading once REIT regulations are settled 
and carried out by the authority.  
Also, a quasi-REIT structure is already in existence, and first came into place 
in the early 2000s when the central bank tightened the credit available to real 
estate developers. In looking for an alternative source of finance, developers 
set up trust companies to raise money from investors to buy properties. 
However, as a result of many irregularities uncovered which led to 
non-performing assets, the China Banking Regulatory Commission (CBRC) 
clamped down on the under-performing trust companies. And as part of its 
efforts to regulate the real estate investment activities, in 2004 the CBRC 
released the draft ―Interim Measures on the Administration of Real Estate 
Trust Business of Trust Investment Companies‖ for public opinion, which 
aims to deal with real estate trust funds. Until now the measures have never 
been officially promulgated.  
As of date, the latest news about the trail REITs in China still centers the two 
most likely places, namely Shanghai and Tianjing,
9
 where the trail scheme 
will be implemented. A new guideline on the valuation of investment-type 
property has just been published and will be put into use from July 1sr 2010. 
Some professionals view this new guideline as the Chinese government‘s 
further step in coming over various barriers before launching the trail REITs.  
 
1.2 Scope of Study 
After a brief discussion of the history of REITs around the world, the following 
part will introduce the scope of this paper. What this paper will focus primarily in 
this paper is the development of the securitization of real estate assets in China, 
                                                             
9 News released by First Finance Website, ―The trail REITs scheme is about to come out as the China 
central government has carried out many policies lately ‖[央行密集吹风，REITs 试点破茧待出], April 
18, 2009, 
See http://www.afinance.cn/new/jgjg/yh/200904/191693.html,  accessed February 8, 2010 
6 
 
and it will discuss the issue mainly from the legislative point of view, which means 
to demonstrate the impacts of various laws, regulations and their amendments have 
on the development of the Chinese-REITs (C-REITs).  
Also this paper will identify what are the barriers of setting up REITs in mainland 
China, followed by the suggestions on how to overcome those barriers and 
obstacles, in order for the smooth and successful development of C-REITs in 
China.  
 
1.3 Research Objectives 
The author believes that it is of great importance for China to set up its REITs 
market. There are several serious problems with the current property market in 
China, and one of which is the real estate developer‘ over-reliance on the banking 
loans to finance their development. As a result they are quite sensitive to changes 
in the banking sector. With the stable development of China‘s national economy 
and real estate sector, this over-reliance problem will without doubt hinder the 
development of the property market to a great extent. REIT, as an alternative way 
of financing, offers an extremely attractive solution to solve the current problems 
of Chinese real estate developers. In addition, REIT itself possesses various 
attractive features such as high dividend payout, long-term growth, diversification 
and protection for investors. Because of, and not limited to, the above-mentioned 
factors, there is a strong demand for REITs in China, according to Quek and Ong 
(2007). In light of what have mentioned above, this study on REITs will greatly 
contribute to the Chinese real estate market.  
This research has the following three objectives: 
Firstly, it will examine the effects of various Chinese laws, regulations and their 
amendments on the development of the C-REITs market.  
Secondly, it aims to identify and analyze the current barriers of developing REITs 
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market in China. 
Next, it will come up with suggestions as to how should those obstacles be 
overcome.  
 
1.4 Methodology  
Two major methods are used throughout the entire thesis. Firstly, the method of 
case studies will be applied to have a close study of the C-REITs. In analyzing the 
quasi-REITs, it is noted that as quasi-REIT is quite a unique financial product, the 
selection and examine of certain classical cases make more senses in helping the 
reader get the idea of the development process of the securitization process in 
China. The author will select certain cases for discussion and at the end of each 
case, lessons and insights from the case will be concluded.  
In addition, the method of comparative study will be applied. Since REITs have 
had a long and successful history in many western countries, there must be 
valuable experience for us to learn from. In Chapter 3 and 4 , when identifying 
barriers of the development of C-REITs in China and what should China do to 
remove those barriers, international experience will be referred to and by 
comparing China with other countries, insufficient areas can be spotted and so can 
the fields that need improvements.  
 
1.5 Structure of Thesis 
This dissertation is structured in the following way: 
Firstly, it will deal with the development of China‘s REITs market, including the 
reasons of its emergence, laws and regulations carried out to govern them, as well 
as their effects on the development of C-REITs. In this section, cases of successful 
listed REITs will be discussed to gain a better picture of the REITs market in 
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China. The knowledge of the development and current situation of C-REITs will 
lay a solid foundation to better understand the barriers of the C-REITs market.  
Next, this paper will identify and analyze the current barriers of establishing a 
REITs market in China in greater detail. The barriers can be classified in the 
following fields: incomplete legislative framework for C-REITs, inefficient and 
immature markets and the insufficient risk prevention system.  
In addition to discussing the barriers, this research will take a further step and 
focus on bringing up suggestions to overcome these barriers. For instance, it will 
demonstrate the fields in which China should work on its legislation in order to 
successfully launch the REITs market. Also this research will use the comparative 
method to discuss the development of REITs in countries which are successful, 
such as the U.S., Japan, Singapore and Hong Kong, with the purpose of giving 
comments and suggestions on the development of REITs in China.  
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Chapter 2 Literature Review on REITs 
2.1 Introduction  
2.2 Features of REITs 
2.3 Establishment of REITs Market in China 
2.4 Barriers of Developing the China REITs Market 
2.5 Conclusion 
 
2.1 Introduction  
This Chapter aims to introduce the previous work done on REITs relevant to this 
study. Since REITs has had a longer history ever since its establishment in the 
U.S, there are ample researches on REITs in the more developed areas, such as 
the U.S. With the increasing popularity of REITs, there has been increasing 
number of papers discussing the issue of setting up REITs in China. However, the 
arguments are not as well-developed as, say for example, America, and there still 
exists gap that this paper will deal with.  
The previous relevant literates on REITs can be concluded to fit in the following 
categories. Firstly, the basic features of REITs, which are extremely important in 
our understanding of REITs. People may ask ―why has the world REITs market 
developed so fast and what are the reasons behind the successful story of foreign 
REITs markets?‖ Those important favorable features of REITs are the reasons for 
its fast expansion into other countries and regions. Next come the researches done 
in examining the establishment of the Chinese REITs (C-REITs) market, and 
many scholars commented on the various incentives to set up REITs and the 
demand for REITs in the China. But setting up the C-REITs market is defiantly 
not easy and require lots of preparation work. There are currently quite a lot of 
barriers of developing REITs in China, and researches have been done in this 
field, but as the market changes constantly and new regulations are issued all the 
10 
 
time, some of their studies are no longer applicable, so this paper aims to pinpoint 
the most updated barriers in the development of C-REITs market. The research 
gap exists on the issue of identifying the most up-to-date barriers of developing 
the Chinese RIETs (C-REITs) and suggesting solutions to overcome those 
barriers to ensure a successful launching of C-REITs.   
 
2.2 Features of REITs 
REITs have had a long and successful history since its establishment in the US 
half a century ago and there must be reasons behind its popularity and flourish. 
Much work has been done to identify the attractiveness and advantages of 
investing in REITs. In Jack H. McCall‘s work on the legal basis of REITs10, the 
author reviewed the development history of REITs in the U.S and then concluded 
four favorable features of REITs as follows.  
Firstly, REITs can offer investors with liquidity – an extremely desirable feature 
attractive to investors – since publicly-listed REITs can be freely traded on stock 
exchanges or in over-the-counter (OTC) markets. The second advantage offered 
by REITs is diversification, meaning that REITs investors are able to maintain 
highly diverse real estate investment portfolios by investing in any or all of the 
categories of REITs. More diversification means less risk, which is another 
important factor to consider from the investors‘ point of view. Next, REITs offer 
investors protection in because as a publicly-listed company, REITs are subject to 
the regulations of various regulatory bodies such as Stock Exchange Commission 
(SEC), and also the performance of REITs is overseen by independent directors, 
independent public auditors and financial analysts, whose collective scrutiny 
helps provide investors with an added degree of protection and accountability. 
Lastly, total return on REITs have matched the performance level of the overall 
                                                             
10 Jack H. McCall. (2001), ―A Primer on Real Estate Investment Trusts: The Legal Basics of REITs‖, 
The Tennessee Journal of Business Law, Spring 2001: Page 2 
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market and have regularly exceeded returns on fixed debt instruments and direct 
investment in real estate. It is largely because of the fact that REITs must pay out 
a large amount of their taxable income (95% Distribution Requirement by IRC, 
USA.) so the investors‘ return can be guaranteed.  
In the ―Return‖ feature, the U.S. National Association of Real Estate Investment 
Trust‘s (NAREIT) guide on REITs investment11 specified that REITs offered 
competitive long-term return with its high dividend yield and share price 
appreciation. The following Figure 1 gives a comparison between FTSE NAREIT 
All RIET Index and S&P 500, and it is clearly seen that REITs has continuously 
outperformed stock market in the dividend yields. From Figure 2, we can observe 
that the Equity REITs outperformed various leading U.S. benchmarks in the long 
run including stock indices and bond index judging from their 30 year 
compounded annual total return.  
So to conclude, pervious literature demonstrates REITs‘ attractiveness in its 
liquidity, diversity, protection for the investors and return aspects. The return 
aspect is featured by high dividend yield and long term growth.  
 
 
                                                             
11 National Association of Real Estate Investment Trust (2009), ―The Investor’s Guide to REITs – 
NAREIT’s Guide to the Real Estate Investment Trust Industry‖, Page 5-8 
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Figure 1 NAREIT REIT Index vs. S&P 500 on Dividend Yields
12
 
 
Figure 2. REITs vs. Leading U.S Benchmarks on 30-year Return
13
 
                                                             
12 National Association of Real Estate Investment Trust (2009), ―The Investor‘s Guide to REITs – 
NAREIT‘s Guide to the Real Estate Investment Trust Industry‖, Page 5-8 
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My Comments: 
Various literatures have examined the popularity of REITs in terms of the return and 
risk aspects. Because of the embedded features of REITs, it offers high dividend 
payout with relatively less risk, thus outperforming other markets, particularly in the 
long term investment horizon. The important issues to note here are that we have to 
understand the driving forces behind REITs attractive return – high dividend payout 
and tax exemption policy. Take the U. S. as an example, the Internal Revenue Code 
(IRC) regulates that REITs have to pay out 95% of the net income as dividends to its 
shareholders in order to enjoy the pass-through tax treatments
14
. Consequently it is the 
legislation that has ensured the return of REITs and spurred its development. Other 
countries should understand this driving force behind the flourish of REITs before 
they consider setting up REITs in their home countries.  
 
2.3 Establishment of REITs Market in China 
Much research work has been done to bring up arguments about whether REITs 
are suitable in the Chinese context or not, and various scholars have expressed 
their views on this issue and argue that there is a huge potential market for REITs 
and REITs have an extremely promising future in China. 
15
 
According to Wang, Sun and Chen (2008)
16
, China possesses a huge pool of 
                                                                                                                                                                              
13 National Association of Real Estate Investment Trust (2009), ―The Investor’s Guide to REITs – 
NAREIT’s Guide to the Real Estate Investment Trust Industry”, Page 5-8 
14 Pass-though tax treatment means that the REITs are exempted from corporate income tax once it 
fulfills certain dividend distribution requirements.  
15 Lu L. (2008) ―Analysis on the Current Situation of REITs and its Development Strategy in China.”, 
China Academic Journal Electronic Publishing House, pp. 34-35. 
16 Wong H., Sun Y. and Chen Y. (2008) “Special Considerations for Designing Pilot REITs in China”, 
Journal of Property Investment & Finance, Vol.27 No.2, 2009, pp. 140-161.  
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quality real estate assets which are currently held by developers, commercial 
banks and government. The desire on those quality real estate holders to unlock 
the potential values of their properties will provide a strong pipeline of real estate 
assets that can be injected into REITs.  
Quek and Ong (2007)
17
 commented that although the China real estate market 
had flourished, the main route of raising funds by developers was through 
traditional debt financing, which was about 70% of the total construction cost, 
and consequently the lack of secondary market for real estate mortgages signified 
an over-reliance on the banking loans by developers. As the banking sector is 
easily affected and controlled by monetary policies of the Chinese government, 
REITs can act as an alternative way of financing real estate developments apart 
from the traditional way of bank loans.  
Some researchers
18
 brought up the view that REITs would attract the attention of 
pension funds and insurance companies with its high liquidity and high dividend 
payout. They hold the opinion that as the proportion of elderly people continued 
to rise in China, these retirees‘ and pension funds‘ demand for less risky 
investment vehicles with relative stable income would increase. REITs turn out to 
be a quite attractive alternative investment for either individual or institutional 
investors in this regards.  
One notable research was done on examining the two REITs – the Guangzhou 
Investment (GZI) REIT and the CapitalRetial China Trust (CRCT), which are the 
only two REITs securitizing the Mainland properties and are listed in offshore 
exchanges. Quek and Ong (2007) conducted a detailed analysis on the 
above-mentioned two ―China-centric REITs‖. Both REITs were over-subscribed 
at initial public offering (IPO) and exhibited good first-day returns, but CRCT 
                                                             
17 Quek and Ong (2007) ―Securitizing China Real Estate: a tale of two China-centric REITs‖, Journal 
of Property Investment & Finance, Vol. 26 No. 3, 2008, pp. 251 
18 Lu L. (2008) ―Analysis on the Current Situation of REITs and its Development Strategy in China.”, 
China Academic Journal Electronic Publishing House, pp. 34-35.  
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outperformed GZI in the later cumulative market adjusted returns. Their study 
showed that there was indeed a strong demand for China-REITs (C-REITs) and 
REITs can provide an alternative source of real estate financing for Chinese 
developers and promote a better regulated Chinese real estate market.  
 
2.4 Barriers of Developing the China REITs Market 
There have been an increasing number of researches done by Chinese scholars on 
the development of C-REITs in recent years. But most of the researches
19
 focus 
on promoting successful experience of foreign countries and also make very 
general comments on the future form of C-REITs. However, as the market 
environment changes rapidly and new regulations and laws are implemented from 
time to time, some of their studies were outdated and no longer applicable to the 
current Chinese market context. So this paper aims to pinpoint the most 
up-to-date barriers in the development of C-REITs market while taking into 
account the latest changes in the market and the newly issued regulations.  
One notable literature by Quek and Ong (2007)
20
 voiced out the barriers in 
developing a REIT market in China, and it concluded that there were six potential 
barriers, which were security of legal title, lack of professional fund and asset 
management expertise, different property valuation techniques, lack of market 
transparency, absence of legislative framework for REITs and high taxation. 
However the authors did not continue with the elaboration and analysis on these 
barriers, and they did not come up with effective measure to overcome the 
barriers.  
                                                             
19 Zhou, L. and Lin, J. (2006), ―Successful Experience and Inspiration from Singapore REITs 
Development and Operation‖, Chinese Real Estate, No. 01.  
Liao, L. (2003), ―Development and Inspirations of REITs‖, International Economic Review, No 7-8 
20 Quek and Ong, (2007), ―Securitizing China Real Estate: a tale of two China-centric REITs‖, Journal 
of Property Investment & Finance, Vol. 26 No. 3, 2008, pp. 252 
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Lu (2008)
21
 also discussed the barriers of developing C-REITs in China, but the 
discussion is quite brief and not up-to-date.  
Fill in the Gap:  
It can be seen from above that there has been insufficient research on the issue of 
identifying and analyzing the obstacles in developing the C-REITs market as well 
as bringing out efficient suggestions to overcome those obstacles.  
In respect of that, this paper will fill the above-mentioned gap. Firstly it will 
identify and analyze the potential barriers of setting up the Chinese REITs market 
in-depth. It will base on previous work in this field combined with the author‘s 
own critical analysis. Then this paper will come up with suggestions to overcome 
those barriers in order to achieve a smooth development of C-REITs market.  
 
2.5 Conclusion 
In this chapter, the author introduced the relevant work previously done on REITs, 
including the favorable features of REITs, and since the focus is on the Chinese 
REITs market, the later part of this chapter centered around the topic of the 
incentives to set up C-REITs market and the potential barriers of developing this 
market. The research gap lie in the issue of identifying and examining the most 
up-to-date barriers of developing the C-REITs market in depth, and also the issue 
of coming up with effective suggestions to overcome these barriers in order to 
facilitate the successful launching of the C-REITs.  
After going through the previous literatures on the relevant fields of REITs, the 
following chapter aims to examine the development of quasi-REITs and REITs in 
China, to offer a better and clearer picture of the development process and the 
current situation of the C-REITs market.  
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 Lu L. (2008) ―Analysis on the Current Situation of REITs and its Development Strategy in China.”, 
China Academic Journal Electronic Publishing House. 
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Chapter 3 Development of Quasi-REITs and REITs in China  
3.1 Introduction  
3.2 Stage One -- Development of Quasi-REITs in China 
3.3 Analysis of Selected Quasi-REITs Cases  
   3.3.1 Auchan France Tianjin First Store Investment Trust Plan 
   3.3.2 Lianxin·Baoli Plan 
3.4 Stage Two -- Development of REITs in China 
   3.4.1 Guangzhou Investment REIT 
   3.4.2 Capitaland REIT 
3.4.3 The Lead REIT 
3.5 Conclusion  
 
3.1 Introduction  
After the previous chapter on the literature review of REITs, this chapter will 
focus on the development process of REITs in China and aim to give the readers a 
clearer picture of the current situation of REITs in China. The development of 
REITs in China can be divided into two stages with the year of 2005 as a turning 
point.
22
 Before 2005, strictly speaking, there were only ―quasi-REITs‖ existing in 
China, and with the Guangzhou Investment REIT going public in Hong Kong on 
December 21, 2005, came the real C-REIT era.  
This chapter will introduce the development process of C-REITs from the legal 
perspective, which means to demonstrate the impacts of various laws, regulations 
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 Lu L., (2008), ―Analysis on the Current Situation of REITs and its Development Strategy in China.”, 
China Academic Journal Electronic Publishing House, pp. 20. 
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and their amendments have on the development of the Chinese-REITs (C-REITs). 
This section will give a detailed analysis of how the C-REITs market reacted to 
those policies changes and the rationale behind those legislations.  
In addition, this chapter will pick up several listed and unlisted REITs for case 
study. They can be regarded as milestones in the development of C-REITs and a 
closer study on them can help us gain a better and clearer picture of the REITs 
market in China, which will lay a solid foundation for the further discussion of 
the current barriers of developing the C-REITs market.  
 
3.2 Stage One--Development of the Quasi-REITs in China 
The first stage is characterized by ups and downs resulted from changing market 
condition and implementation of new rules and regulations by the central 
government. It can be seen in the following analysis that in this stage, the 
development of quasi-REITs was quite sensitive to the implementation of related 
laws or regulations.  
According to Chen(2008), The quasi-REIT first appeared in 1992 when Hainan 
Development and Construction Corporation issued ―Wanguo Investment Shares‖23 
to finance its real estate development. This method was different from the 
traditional ways of debt financing or equity financing, thus beginning the 
securitization of real estate assets in China. In the following years there appeared a 
bunch of these kinds of ―quasi-REITs‖, but at that time there was lack of regulatory 
guidance to these investment companies from the government and most of these 
quasi-REITs adopted speculative investment policies. The Chinese economy was 
undergoing a heated and inflationary period in 1992, so with the cooling down of 
the economy later, the property prices plumped, which resulted in a huge loss for 
                                                             
23 Chen H, (2008), ―Research of the Legal System for REITs‖, 2008, China Academic Journal 
Electronic Publishing House, pp. 44.   
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these quasi-REITs.
24
  
With an aim to strengthen the administration of securities investment funds, the 
Chinese government implemented ‗Interim Measures for the Administration of 
Securities Investment Funds‖25 in 1997, which confined the investment scope of 
all the funds to only securities. Consequently the above-mentioned quasi-REITs 
were not able to operate under this regulation.  
Nevertheless, with the implementation of ―Trust Law of the People‘s Republic of 
China‖26, ―Regulations on Trust Investment Corporation‖27 and ―Interim Measures 
for the Administration of Capital Trust of the Trust and Investment Companies‖28 
in 2001 and 2002 to assist the development of the investment trust industry in 
China, the investment trust business flourished. Many companies became actively 
involved in the real estate sector and came up with some successful real estate 
investment trust products, although overall speaking, the scale of these products 
were relatively limited compared with others.  
The year of 2003 saw a change in the micro-economy of China with a trend of 
deflation turning into inflation
29
. According to a Xinhua News report
30
, ever since 
the year of 1997, the national average debt-to-asset ratio of real estate development 
has been as high as 75%, while the average debt-to asset ratio for Beijing real estate 
                                                             
24 Chen H, (2008), ―Research of the Legal System for REITs‖, 2008, China Academic Journal 
Electronic Publishing House, pp.44.   
25
 [证券投资基金管理暂行办法](State Council on November 5, 1997 and promulgated by the 
Securities Commission under the State Council on November 14, 1997) (Ineffective from 2005)  
26 [中华人民共和托信托法] (State Council, 2001.04.28 ) 
27 [信托投资公司管理办法] (People‘s Bank of China, 2001.01.12) (ineffective as off 2002.5.9) 
28 [信托投资公司资金信托管理暂行办法]( People‘s Bank of China, 2002.06.13) (ineffective as of 
2007.1.23) 
29 Chen H, (2008), ―Research of the Legal System for REITs‖, 2008, China Academic Journal 
Electronic Publishing House, pp. 44.   
30
 News released by Xinhua News, ―Circular 121 will Come into Effect.‖ [121 号文件将执行], 
October 30th, 2003, (accessed on April 1st, 2010.) 
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developers have been even higher than 80%. The government was concerned with 
the overheating in the real estate sector, and consequently the national policies were 
adjusted from encouraging real estate investment to a more cautious way of 
investment, and these policies were carried out by issuing Circular 121
31
, which is 
the ―Notice of China Banking Regulatory Commission on Further Strengthening 
the Administration of Investment Trust Companies‖. The Circular 121 aimed to put 
tighter control to the real estate investment operations and required all the 
commercial banks to have stricter rules regarding to lending out loans to real estate 
developers. It was like an earthquake to the real estate industry at that time and was 
described as ―the most serious government notice I have seen in 10 years‖ by the 
Director of SOHO China – Mr. Pan Shiyi32.  That was without doubt a piece of 
discouraging news to developers as commercial loan was the only way to finance 
real estate developments (besides equity financing) at that time, so the struggling 
developers had to seek alternatives to finance their projects, and thus the real estate 
investment trust was regarded as a way out and was given great attention. If we 
take a look at the number of quasi-REITs in 2003, we will find out that before the 
implementation of Circular 121, there were only 20 real estate investment trust 
products, and during the fourth quarter immediately after the issue of Circular 121, 
37 more came out and was able to fund 3.5 billion RMB. The quasi-REITs industry 
boomed with the implantation of Circular 121.   
There are embedded risks with every business and it is the same with REITs. From 
2004, with the popping up of new investment trust companies, the asset qualities of 
those quasi-REITs varied and what was worse, some investment trusts took the 
advantage of the lack of legislative controls and came up with some so-called 
―innovative products‖ which were in deed highly risky and speculative products 
and posted great danger to the interest of the general public. So the China Banking 
                                                             
31 [关于进一步加强房地产信贷业务管理的通知] ( People‘s Bank of China, 2003.06.05) 
32
 News released by Sohu Website, ―The Continuing Effects of Circular 121‖[121 号文件余震不断], 
August 8, 2003. (accessed on April 1st, 2010.) 
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Regulatory Commission issued the ―Notice of China Banking Regulatory 
Commission on Further Strengthening the Administration of Investment Trust 
Companies‖ 33 , in which it required all the related government agencies and 
investment trust companies to put greater control on the monitoring of the 
investment trust business. It included the strict compliance with all related laws and 
regulations, enhancement of portfolio management, better monitoring of 
investment risk level, and other much more details on various aspects of the 
operation of the trust business. Those investment trust companies which didn‘t 
qualify should be suspended until they were fully complied with this regulation. 
Generally speaking, this regulation called attention to the following three aspects
34
: 
a. Firstly, real estate investment operations should comply with all related 
government laws and regulations and such illegal activities as ―bridge 
financing‖35 for the initiation of a project is prohibited.  
b. Secondly, before issuing a real estate investment trust product, a 
comprehensive and true portrait of all the related information should be provided, 
together with all the potential risks involved, and the a risk prevention system 
should be in place to monitor and control the risks.  
c. If the above two aspects are complied with properly, the company can carry 
out real estate investment trust business provided that it is operating in a lawful, 
opaque and risk-adverse environment.  
It can be seen that this regulation was different from the previous ones in which if 
one company had a problem, the entire industry should be inspected and 
evaluated before it reopen the business. The primary goal of the China Banking 
                                                             
33 [关于进一步加强房地产信贷业务管理的通知] ( People‘s Bank of China, 2003.06.05) 
34 Lu L., (2008), ―Analysis on the Current Situation of REITs and its Development Strategy in China.”, 
China Academic Journal Electronic Publishing House, pp. 18 
35 Bridge financing is a method of financing, used to maintain liquidity while waiting for an 
anticipated and reasonably expected inflow of cash.  
http://en.wikipedia.org/wiki/Bridge_financing, accessed on February 20, 2010.   
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Regulatory Commission was to establish a more effective monitoring system  
In the first half of 2005, some problems were discovered by the government in 
the real estate business of a few trust projects and some of the projects of the real 
estate business of trust investment companies had also manifested great risks
36
. 
By the end of May 2005, there had been some due trust projects which could not 
be liquidated in time, including 61% in respect of real estate business.; also, some 
trust investment companies had put off the risks by way of renewal, prepayment 
with fixed-funds, purchase by associated transactions, replacement with new trust 
plans, etc. regarding the trust projects which cannot be liquidated on time.
37
 To 
deal with the above-mentioned problem, the China Banking Regulatory 
Commission carried out ―Notice of the General Office of China Banking 
Regulatory Commission on Strengthening Risk Disclosure of Partial Business of 
Trust Investment Companies‖38, and according to the notice, it put three more 
regulations to all newly issued real estate investment trust products on top of 
Circular 121
39
: 
a. Firstly, loans shall not be granted for the projects for which the Certificate for 
Using State-owned Land, the Planning Permit for Land Used for Construction, 
the Planning Permit for Construction Project, and the Permit for the Undertaking 
Construction of the Project (―four certificates‖) have not been obtained; 
b. Secondly, the eligibility of a real estate development enterprise applying for 
                                                             
36
 ―Notice of the General Office of China Banking Regulatory Commission on Strengthening Risk 
Disclosure of Partial Business of Trust Investment Companies”, [加强信托投资公司部分业务风险提
示的通知] (CBRC, 2005.08.28) (Ineffective as of 2007.07.03)  
37―Notice of the General Office of China Banking Regulatory Commission on Strengthening Risk 
Disclosure of Partial Business of Trust Investment Companies”, [加强信托投资公司部分业务风险提
示的通知] (CBRC, 2005.08.28) (Ineffective as of 2007.07.03) 
38―Notice of the General Office of China Banking Regulatory Commission on Strengthening Risk 
Disclosure of Partial Business of Trust Investment Companies”, [加强信托投资公司部分业务风险提
示的通知] (CBRC, 2005.08.28) (Ineffective as of 2007.07.03) 
39
 Lu L., (2008), ―Analysis on the Current Situation of REITs and its Development Strategy in China.”, 
China Academic Journal Electronic Publishing House, pp. 18 
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loans shall not be lower than Grade 2 real estate development eligibility ratified 
by the national administrative department of construction; 
c.  Lastly, and the proportion of capital of the development project shall not be 
lower than 35%.  
In effect, the notice was built on top of Circular 121 and its purpose was to 
prevent the financing risk in the banking sector from transferring to the real estate 
sector. But the reality turned out to be quite different from what was expected. 
According to the data and analysis of the Use Trust Studio
40
, a leading investment 
trust information website in China, the number of investment trust products 
issued in November 2005 came to a peak after the implementation of the notice in 
September and the adjustment period of October, among which the real estate 
type still accounted for the majority and the highest return among others. These 
facts indicated that the effect of the notice only lasted for a month, and according 
to some professionals, the following reasons resulted in the unexpected boom of 
the real estate investment trust products. The first reason was that the rising 
property price during that period made the investors resort to the less risky and 
volatile real estate investment trust products. Meanwhile, after the central bank 
reduced the interest rate, a lot of the bank deposits flowed to alternative 
investment tools with higher returns such as real estate investment trust products. 
Moreover, after the readjustment of the investment trust industry, the investment 
companies were at the re-opening stage of their business, desperate for some 
successful products with high returns to increase the profits and establish their 
reputation, and the real estate investment trust products were exactly what they 
were looking for at that time, thus resulting in the flourish of the quasi-REITs 
after the announcement of the notice.  
                                                             
40 Use Trust Studio, ―The analysis of investment trust products in November 2005‖ [二〇〇五年十一
月国内集合资金信托产品统计分析],  
http://www.yanglee.com/news/index.asp?ID=392, accessed on February 20, 2010.   
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The above-mentioned quasi-REITs are not real REITs. First of all, REITs are 
investor-driven, which means that the trust companies are just doing the 
investment on behalf of the investors, while the quasi-REITs are driven by real 
estate companies. Secondly, one of the major features of REITs is its diversity, 
while in the operation of the quasi-REITs, one investment trust company can only 
issue products for one real estate developer, so the products are not diversified. 
Moreover, public trading and high liquidity of capital are other advantages of 
REITs, while those features are limited by ―Interim Measures for the 
Administration of Capital Trust of the Trust and Investment Companies‖41 for the 
quasi-REITs. The quasi-REITs are not allowed to go public. Lastly, REITs 
normally invest in real estate properties with steady rental income as cash inflow 
and they do not take an active part in real estate development projects, while the 
quasi-REITs are mostly used as an alternative tool for financing real estate 
development projects.  
In January 2007, China Banking Regulatory Commission amended and reissued 
―Measures for the Administration of Trust Companies‖42 and ―Interim Measures 
for the Administration of Capital Trust of the Trust and Investment Companies‖43. 
There were three major aspects stressed in the two revised versions
44
: 
a. Put greater emphasis on the ―trust‖ nature of the investment trust companies 
instead of its investment activities.  
b. Encouraged the companies to engage in newer and more innovative 
investment trust business while carefully monitoring the risk level.  
                                                             
41 [信托公司资金信托管理办法] (People‘s Bank of China, 2002.06.13) (Replaced by ―Measures for 
the Administration of Trust Companies‘ Trust Plans of Assembled Funds ‖ from 2007.03.01)  
42 [信托公司管理办法] (CBRC 2007.01.23) 
43 [信托公司资金信托管理办法] (People‘s Bank of China, 2002.06.13) (Replaced by ―Measures for 
the Administration of Trust Companies‘ Trust Plans of Assembled Funds ‖ from 2007.03.01)  
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c. Set different categories for the investment trusts and applied different 
regulatory methods   
With stricter control of ―Notice of China Banking Regulatory Commission on 
Further Strengthening the Administration of Real Estate Credit‖45 in 2006 and 
the above mentioned two revised regulations, the year of 2007 saw a distressed 
investment trust industry. ―Notice of China Banking Regulatory Commission on 
Innovative Trail Assembled Funds of Investment Trust Companies‖46 came up 
with the policy of promoting more innovative ideas from investment trust 
business and enhancing the healthy development of the industry, and 
consequently the China Banking Regulatory Commission decided to launch a 
trail REIT scheme. The CBRC REIT Research Team was formed in 2007 
followed by the establishment of the REIT Research Team of People‘s Bank of 
China. The CBRC team, together with all other academic groups, has been 
making great efforts to promote the successful and healthy development of REIT 
in China.  
Over the past few years, there have been heated discussions and debates on the 
topic of trail REITs in China, and according to government officials, two target 
cities—Shanghai and Tianjin, have been making lots of preparations for the 
launch of the trail scheme. The latest newspaper report said that the China 
Banking Regulatory Commission would finally publish its trail REIT scheme 
within this year after years of careful planning
47
.  
 
                                                             
45[进一步加强房地产信贷管理的通知] (CBRC, 2006.07.22) 
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47 Sohu news, ―The CBRC REIT will Come out within This Year.‖ [银监会版房地产投资信托基金
(REITs)年内放行], available at http://business.sohu.com/20100206/n270101264.shtml, (accessed on 
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3.3 Analysis of Selected Quasi-REITs Cases  
As can be seen from the discussions above, the quasi-REIT of China is a unique 
phenomenon different from everywhere else in the world, and it was a special 
product created to adapt to the changed market condition. The next section will 
analyze two symbolic quasi-REITs, namely the ―Auchan France Tianjin First Store 
Investment Trust Plan‖ and ―Lianxin·Baoli Plan‖. The analysis of the two cases 
will offer a clearer picture of the quasi-REITs in China, their characteristics and 
their differences from the standard REITs.  
 
3.3.1 Auchan France Tianjin First Store Investment Trust Plan
48
 
    Beijing International Trust Co. Ltd carried out ―Auchan France Tianjin First 
Store Investment Trust Plan‖ in December 2003 which aimed to acquire the 
Auchan Tianjin First Store at a market competitive price. The expected rate of 
return was 6% besides the potential appreciation of property value. The 
minimum subscription amount was 200,000 RMB. At the end of the trust plan, 
Beijing International Trust Co. Ltd promised to launch a new trust plan to replace 
the old one or it would dispose the property to repay the principal to the investors. 
The scale of this plan was 100 million RMB, and it was overwhelmingly popular 
among the investors since its subscription in December 2003.  
 
    Case Analysis:  
This trust plan was featured by the direct acquisition of property rights and its 
cash inflow was from the rental income. Also the investors were entitled to the 
property right, and thus enjoyed the benefit from the potential property 
appreciation. But compared with REITs, it still had many disadvantages. The 
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most obvious one was that it could not be publicly traded; the minimum 
subscription amount was too high; this plan was just for an individual project so 
it lacked REIT‘s attractive feature of diversification. But nevertheless, the launch 
of this plan indicated that the investment company‘s intention to establish its own 
REIT and also it demonstrated the potential promising future of China‘s own 
REIT.  
 
3.3.2 Lianxin·Baoli Plan
49
 
    The first phase of ―Lianxin·Baoli Plan‖ started its subscription in March 2005 by 
Fujian Lianhua International Investment Trust Company. The trust company 
raised money first before seeking potential investment opportunities. The plan 
was carried out in separate phases and the money raised was primarily used to 
acquire commercial or residential buildings, make loans to real estate enterprises, 
and buy share of real estate companies. The sources of income were from rentals, 
interests, and gains from stocks etc. It also received heated subscription from 
various investors.  
     
    Case Analysis: 
This plan made quite a few breakthroughs compared with its ancestors. First of 
all, the plan was much more diversified as the money raised was put into several 
different investment activities as mentioned above. Secondly, when deciding 
which project to invest in, this trust company invited DTZ, the world-renowned 
real estate investment consultant, to provide feasibility studies, project valuation 
report, and various investment comments. Moreover, the plan offered the 
investors with better protection and greater rights with regards to various aspects 
of the plan‘s operation.  
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    So it can be seen from above that the ―Lianxin·Baoli Plan‖ is very similar to 
REITs in the following aspects. It raised fund at first before deciding which 
project to invest in; the plan was much more diversified and thus less risky; also 
it was designed to be issued in separate phases with a long-term investment 
scope; it hired professional management team for investment decisions; lastly it 
adopted an organizational structure which was quite similar to that of a fund and 
gave greater rights to the investors. This plan indicated a big step forward for the 
development of quasi-REITs.  
 
 
3.4 Stage Two-- Development of REITs in China 
The previous part of this chapter has talked about the development of quasi-REITs in 
China, and the real REITs era did not come until the public listing of the 
Guangzhou Investment (GZI) REIT. The real development of REITs in China is 
marked by the listing of Guangzhou Investment REIT. Following the listing of 
GZI REIT, Capitaland Retail China Trust was listed on Singapore Exchange later. 
The GZI REIT and Capitaland Trust are the only two publicly-listed REITs 
which have securitized the mainland properties as of date. The listing of these 
two REITs is of significant importance to the understanding the C-REITs market 
and lessons can be learnt from analyzing these cases. So the following part will 
discuss each of the two cases in greater detail and the analysis of the cases will 
give comments on some special points during their development.  
   3.4.1 Guangzhou Investment REIT 
       The Guangzhou Investment (GZI, stock code: 0405) REIT was listed on the 
Hong Kong Exchange in December 2005. It was the first listed REIT whose 
portfolio was solely comprised of mainland properties. GZI invests only in 
the commercial properties in Guangzhou and aims to acquire properties with 
29 
 
the raised capital and generate steady income from rentals. As of now, the 
properties under GZI are Yue Xiu New Metropolis, two Office towers above 
Victory Plaza, Asian-Pacific Century Plaza, and West tower of Mega-Twin 
Commercial Tower.
50
 
        
       Case Analysis: 
The successful listing of GZI was a milestone in the history of China-REITs. 
It offered a new way of financing projects for many other struggling 
mainland property developers. Apart from that, the listing process of GZI is a 
piece of valuable experience that others could learn from. One particular 
issue that needs attention is that in order to be listed in HK or overseas, a 
clear ownership structure is a must and often the most difficult problem to 
solve since due to historic reasons and China‘s unique background, that fact 
that many property rights that can co-exist on the same piece of land can 
result in confusion in the ownership structure. As a result, to comply with the 
overseas listing rules, the reorganization and restructuring of the ownership 
right is undoubtedly the primary issue that needs to be resolved. This can be 
clearly seen from the four years of reorganization process before GZI went 
listed on HK Exchange.  
 
   3.4.2 Capitaland REIT 
        In October 2006, Capitaland, the leading real estate enterprise in Asia, 
announced that it would launch a ―Capitaland Retail China Trust‖ (CRCT) 
on the Singapore stock exchange which would invest in China‘s retail 
business. CRCT features a diversified portfolio which is made up of retail 
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properties in China with a long-term investment scope. The initial portfolio 
included seven shopping malls all over China.
51
  
         
        Case Analysis: 
The successful IPO of GZI and Capitaland REITs brought a glimpse of hope 
to mainland real estate investors. Without the relevant regulations governing 
REITs in China, the investment companies could find a way of packing 
mainland properties and going listed in other exchanges. But this hope was 
taken away by ―Circular 171‖52  issued jointly by various government 
agencies. The first article of this Circular eliminated the possibility of 
directly holding mainland properties by foreign institutions or individuals. 
This regulation is still in effect and puts much more strict rules on various 
aspects, such as the foreign investors‘ entry into the domestic real estate 
market, the project operation and management of foreign real estate 
developers, and the property acquisition of foreign institutional investors. 
Consequently, the going public of REITs (whether domestically or overseas) 
is almost impossible for mainland investment companies with this regulation 
in place.  
 
   3.4.3 The Lead REIT
53
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        The Lead REITs is a quite distinctive and interesting case in the 
development of REITs in China. It is different from other REITs which 
focus on the acquisition of retail or office buildings in that the Lead is 
portfolio is primarily comprised of industrial properties in the Binhai 
District of Tianjin. It is among the few REITs in the world that features 
industrial projects. Another distinctive feature is that the Lead REITs plans 
to issue Asset Back Securities (ABS)
54
 first (since there is no legislative 
provision to govern the public listing of REITs in mainland China). The 
ABS is a relatively mature financial product, and it can be circulated in the 
stock market as a debt security. So its first step is to acquire lots of 
industrial properties in Binhai District, Tianjin and form a pool of projects; 
and then it will evaluate and repack this pool of assets and sell them to the 
banks; then when the REITs regulations come out, it will convert the debt 
securities to equity securities when the time is OK.  
         
Case Analysis:  
The Lead REIT will be a brand new trail in China characterized by 
industrial properties and its ABS scheme. This innovative move 
demonstrates the Chinese government‘s faith and determination in 
developing the C-REITs in China. With the expected launching of trail REIT 
scheme later this year, the future of Lead REIT looks quite promising. Once 
successful, this will set a new example and mode of potential REITs 
development in China.  
 
 
                                                             
54 ABS: An asset-backed security is a security whose value and income payments are derived from and 
collateralized (or "backed") by a specified pool of underlying assets, 
http://en.wikipedia.org/wiki/Asset-backed_security, accessed on February 28, 2010. 
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3.5 Conclusion  
This chapter introduced the development process of C-REITs from the legal 
perspective, including demonstrating the impacts of various laws, regulations 
and their amendments have on the development of the Chinese-REITs 
(C-REITs). It gave a detailed analysis of how the C-REITs market reacted to 
those policies changes and the rationale behind those legislations. The 
development of REITs in China have gone though two major stages. The 
quasi-REIT was in effect created to solve the financing trouble of real estate 
developers as a result of stricter regulation on bank loans. The quasi-REIT 
stage was featured by ups and downs and it was seen clearly that its 
development was quite sensitive to the implementation of the relevant laws or 
regulations. With the GZI REIT went listed on HK exchange, the real REIT era 
of China came, and later the listing of Cap9taland REIT on Singapore 
exchange followed the success of GZI REIT. They are the only two 
publicly-listed REITs which have securitized the mainland properties as of 
now. But the Circular 171, which was mentioned previously in this chapter, 
prohibits foreign enterprises from directly holding mainland properties. As a 
result, the success of GZI and Capitaland REITs can not be copied any more, 
and the development of C-REIT slowed down.  
In addition, this chapter is featured by case study of several selected REITs. 
These REITs cases can be regarded as milestones in the development of 
C-REITs and a closer study on them can help us gain a better and clearer 
picture of the REITs market in China, which will lay a solid foundation for the 
further discussion of the current barriers of developing the C-REITs market.  
So after a study on the development process of the quasi-REITs and REITs in 
China, the following chapter will focus on the barriers of developing C-REITs 
in China and also it will give suggestions on what China should do to remove 
those barriers and establish a suitable environment for the development of the 
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C-REITs market in China .  
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4.4.2 Establish a Well-Rounded Risk Prevention System for C-REITs 
4.5 Conclusion 
 
4.1 Introduction 
The previous chapter introduced the development process of C-REITs from the 
legislative perspective, including demonstrating the impacts of various laws, 
regulations and their amendments have on the development of the C-REITs 
market. It can be seen that during the past decade, China has make quite some 
efforts in establishing and developing its REITs market, but despite the 
improvements over the years, there still exist quite a lot of barriers of developing 
REITs in China.  
This chapter will identify the three major barriers that the author believes should 
be resolved immediately to achieve a successful development of C-REITs. After 
identifying the barriers, this chapter focuses on what China should do to remove 
those barriers in order to establish a suitable environment for the successful 
development of C-REITs. Throughout this chapter, comparative study will be 
applied to draw a comparison between China and foreign countries which has a 
successful REITs market. By comparison and analysis, various insufficiencies can 
be identified which hinder the development of C-REITs.  
In discussion of the barriers, first and foremost, focus will be put on the 
incomplete legislative framework on REITs that hinders its development, and in 
this part, four points will be discussed, namely, the insufficient laws and 
regulations on the establishment, operation, tax code and monitoring of C-REITs. 
The second barrier is the current inefficient and immature real estate and stock 
markets of China that hinder the development of REITs. This part will discuss this 
issue from three angles. Starting with the macro perspective of the market 
economy, it will continue to examine the current real estate market and security 
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market and identify their respective inefficiencies. Finally, the third barrier to be 
discussed is the incompetent risk prevention system. It will demonstrate that the 
current REITs market in China does not equip the investors with a well-designed 
risk prevention system, and more specifically it will identify the blankness in the 
current risk prevention system that China should work on to achieve a smooth 
development of C-REITs.  
As for what china should do to remove the barriers for REITs to function well as 
a financial intermediary in China, China should provide support to its 
development from at least the following four aspects. They are the establishment 
of a comprehensive legislative framework for C-REITs, the improvements made 
on the macro-economic and micro-economic environment for the development of 
C-REITs, and the establishment of a well-rounded risk prevention system for 
REITs. The above suggestions are made according to the barriers identified in the 
first half of this chapter. The first point, establishing a comprehensive legislative 
framework for REITs, deals with the first barrier of the current incomplete 
legislative framework for REITs. The second and third points aim to cope with 
the second barrier of the immature markets in China. Lastly, in the fourth point, 
suggestions are made to help solve the third barrier of the current insufficient risk 
prevention system for C-REITs.  
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4.2 The Legislative Framework 
The securitization of real estate assets is the same with other financial instruments 
such as stocks and bonds, which needs relevant legislative framework to govern, 
support and monitor its operation. In effect, the key to the success of real estate 
securitization, as many scholars have argued
55
, is establishing a well-rounded 
system of laws and regulations to govern it. Just like in the stock market of China 
or anywhere else, we have a full set of relevant laws and regulations
56
 on 
securities and futures under the monitoring body of China Securities Regulatory 
Commission (CSRC), whose aim is to ensure the orderly and legitimate operation 
of China's securities and futures markets. Hong Kong, as the first region in China 
that has successfully launched its REITs, also has a comprehensive and detailed 
regulatory code on various aspects of REITs.
57
  
As will be further discussed in this chapter, the current legislative framework 
governing the operation of REITs in China comprises of mainly the following 
laws and regulations: ―Measures for the Administration of Trust Companies‖58, 
―Measures for the Administration of Trust Companies‘ Trust Plans of Assembled 
Funds‖59, ―Trust Law of the People‘s Republic of China‖60, and etc.  
―The Trust Law of the PRC‖ needs further discussion here as it lays the basic 
foundation for the development of C-REITs. ―The Trust Law of the PRC‖ was 
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 Lu L. (2008) ―Analysis on the Current Situation of REITs and its Development Strategy in China.”, 
China Academic Journal Electronic Publishing House, pp. 41 
56 The major laws and regulations are ―Securities Law of the People‘s Republic of China‖, ―Law of the 
People's Republic of China on Funds for Investment in Securities‖, ―Companies Law of the People‘s 
Republic of China‖ and etc.  
57 Hong Kong REITs are governed under the ―Code on Real Estate Investment Trusts‖ which was 
issued by the Securities and Futures Commission (SFC).  
58 [信托公司管理办法] (CBRC 2007.01.23) 
59 [信托公司集合资金信托计划管理办法] (CBRC 2007.03.01)) 
60 [中华人民共和托信托法] (State Council, 2001.04.28 ) 
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imported from the U.K., and in effect, the first trust law in the world was 
implemented in the U.K. in the year of 1925
61
. Generally speaking, a trust is 
created by a settlor, who entrusts some or all of their property to a trustee. The 
trustees hold legal title to the trust property, but they are obliged to hold the 
property for the benefit of the beneficiary, usually specified by the settlor, who 
hold equitable title; the trustees owe a fiduciary duty to the beneficiaries, who are 
the "beneficial" owners of the trust property.
62
 Later the trust law was introduced 
to other jurisdictions such as the U.S. and Japan, where it contributed a lot to the 
development of the trust industries.
63
 As for China, after the ―Opening Up‖ 
Policy in 1978, the economic reform of China witnessed an increasing number of 
investment opportunities and the traditional bank loans can no longer satisfy this 
growing demand for investment capital. Also the ―Opening Up‖ Policy meant the 
entering of international investors into the domestic market, but direct foreign 
financing was not feasible, so China decided to use ―trust‖ as a solution to the 
above-mentioned problem
64
. China started drafting its own Trust Law and finally 
implemented it in 2001
65
. This signified the official establishment of the trust 
legal system in China.  
The ―Trust Law of the PRC‖ sets the definition66 and several principles67 of trust. 
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 Shi, W. L. (2009), ―An Economic Analysis for the Legal System of Trust‖, China Academic Journal 
Electronic Publishing House: Page 16  
62
 Wikipedia: Trust law, http://en.wikipedia.org/wiki/Trust_law, (Accessed on April 6
th
. 2010.) 
63 Shi, W. L. (2009), ―An Economic Analysis for the Legal System of Trust‖, China Academic Journal 
Electronic Publishing House: Page 20-23 
64
 W.L.Shi,(2009), ―An Economic Analysis for the Legal System of Trust‖, China Academic Journal 
Electronic Publishing House: Page 24 
65
 W.L.Shi,(2009), ―An Economic Analysis for the Legal System of Trust‖, China Academic Journal 
Electronic Publishing House: Page 1 
66 According to Chapter 1 Article 2 of the ―Trust Law of the PRC‖, ―trust refers to the act in which the 
trustor, on the basis of confidence on the trustee, entrusts certain property rights it owns to the trustee 
and the trustee manages or disposes of the property rights in its own name in accordance with the 
intentions of the trustor and for the benefit of the beneficiary or for specific purposes.‖ 
39 
 
The first principle is the separation of ownership and beneficial right. This means 
that trust property is transferred to the trustee for managing and operating, while 
the beneficiary still enjoys the beneficial right. It is necessary to point out one 
unique character of the China Trust Law. The Law does not specifically say that 
the trustee has the ownership of the trust property. Instead, it only empowers the 
trustee with the right to operate and manage. The second principle is the 
independence of the trust property, which is governed in Chapter 3 of the Law. It 
forbids trustee from mixing his own property with the trust property. The third is 
the disclosure principle, in which it regulates that the establishment of a trust 
needs a registration with the government and the trustee should inform the trustor 
and beneficiary all the information about the trust property such as the 
management, use, dispose and income. So it can be seen that the ―Trust Law of 
the PRC‖ set the initial ground for the development of the trust industry in China.  
Although the implementation of the ―Trust law‖, along with other legislations, 
has laid a basic foundation for the development of trust business in China, they 
are far from enough for the establishment of a successful C-REITs market in 
China. More detailed and specific regulations are needed to govern the real estate 
investment trust sector, in particular as for how the C-REITs are established and 
operated, what is the tax code that governs them, how to monitor and regulate 
C-REITs, so on and so forth. These questions are in urgent need to be solved for 
the purpose of establishing a well-rounded legislative framework for the 
development of C-REITs in China. 
This part comprises of two sections, first is the discussion of the incompleteness 
in the current legislative framework that hinders the development of C-REITs, 
followed by the suggestion on how should China improve in this area for the 
successful development of C-REITs.  
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 Shi, W. L. (2009), ―An Economic Analysis for the Legal System of Trust‖, China Academic Journal 
Electronic Publishing House: Page 43 
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4.2.1 Incompleteness in the Current Legislative Framework 
The incompleteness in the current legislations is thought to be the major barrier 
of the development of C-REITs, and the following discussion of the incomplete 
legislative framework that hinders the development of C-REITs is divided into 
four aspects, namely insufficient laws and regulations on the establishment of 
C-REITs, operation of C-REITs, tax code for the C-REITs, and the monitoring of 
C-REITs. 
 
4.2.1.1 The Establishment of C-REITs 
REITs can be divided into two categories according to the organizational structure, 
which are the contract type (sometimes also called ―the trust type‖) and the 
corporation type
68
. The contract type C-REIT is primarily governed by ―Trust 
Law‖, while the corporation type is primarily governed by ―Company Law‖. The 
following section will discuss the two types separately and reveal the blank pages 
in regulations  
Most of the current quasi-REITs in mainland can be put into the contract type and 
they are governed by the ―Trust Law of PRC‖69. The standard form of the contract 
type of REITs can be illustrated by the following graph.  
                                                             
68 Li Z., (2005), ―The Study on the Legal System of REITs”, China Academic Journal Electronic 
Publishing House, pp. 10 
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 Lu L., (2008), ―Analysis on the Current Situation of REITs and its Development Strategy in China.”, 
China Academic Journal Electronic Publishing House, pp. 54 
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Figure 3. Brief Illustration of a Standard Contract Type of REIT  
In effect, there exist two legal trust relationships in this organizational structure. 
The first lies between the investors and the REIT management company. The 
investors act as both the beneficiary and the trustor, and they rely on the 
performance of the REIT management company for profit or loss. The REIT 
management company operates and manages the property according to the 
contract.
70
 On the other hand, the REIT management company uses the investors‘ 
money to invest in real estate property, and at the same time it acts as both the 
beneficiary and the trustor, and transfers the real estate property to another trustee, 
which holds the tile of the property.  
According to Lu(2008), those trust companies collect money by issuing their trust 
plans and invest it in real estate development projects. Quasi-REITs can invest in 
the projects as its creditor, shareholder or the combination of both, and thus the 
returns of the investment are either from the interest payment of the loan or the sale 
of the REITs shares. The relevant laws are ―Trust Law of the PRC‖ and ―Measures 
for the Administration of Trust Companies‖71. ―Trust Law‖ sets regulations on trust 
business with regards to the establishment of trust, the trust property, the parties to 
                                                             
70 Li Z., (2005), ―The Study on the Legal System of REITs”, China Academic Journal Electronic 
Publishing House, pp. 12 
71 [信托公司管理办法] (CBRC 2007.01.23) 
42 
 
the trust, and changes and termination of trust. ―Measures for the Administration of 
Trust Companies‖ regulates investment trust companies on the establishment, 
changes and variation of the companies, business operations, and risk control 
aspects. The problem is that the current relevant laws are set to govern the broad 
field of trust industry and there is no regulation made for the specific area of real 
estate investment trust business
72
. Real estate investment trust differs from other 
trust products in a lot of ways due to the underlying characteristics of the real 
estate industry. With reference to other countries, it can be seen that specific laws 
govern the real estate trust business, not just the general trust industry, are 
established. There is ―Code on Collective Investment Schemes‖ in Singapore, 
―Investment Trust Law‖ and ―Special Tax Measure Law‖ in Japan. In Australia, 
new chapters were introduced into the ―Corporations Act‖ covering establishment 
and operation of unit trusts in the 1990s. The lack of relevant laws that govern the 
trust type of C-REITs makes it impossible to build a market based on the existing 
legislative framework, which is clearly no good for the long-term development of 
C-REITs.  
Having discussed the contract type of REIT, here comes the analysis of the second 
category is the corporation type of REITs. It is in effect an investment company 
which is set up by a group of investors with an aim to gain profits. The company 
issues shares to the investors to assemble capital and is an independent legal person. 
The rights and obligations between the REIT investors and the investment 
company are governed under the ―Company law‖ and there is no legal trust 
relationship between them. However, when the corporation type of REIT is 
established, it will usually transfer the assets to a trustee for keeping, and thus 
forming a legal trust relationship between them
73
.   
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As for the corporation type of C-REITs, they are governed primarily under the 
―Company Law‖, which sets detailed regulations on the various aspects of a 
company. According to Lu(2008), the problem with the current ―Company Law‖ is 
that its definition of ―company‖ is limited and does not take into account the 
―investment company‖, which is fundamental to the establishment of the cooperate 
type of C-REITs
74
. Due to the unique characteristics of REIT, it needs to be treated 
separately from the traditional companies, just as what the U.S. did to make an 
―Investment Company Law‖ to take care of the special needs of REITs.  
As can seen from above, the current legislative framework for C-REITs in China is 
incomplete and thus can not deal with the establishment of two-major types of 
REITs—the trust type and the corporation type. New chapters need to be urgently 
introduced into the existing laws to make special provision for the real estate 
investment trust. The blankness in the current legal system on the establishment of 
REITs is without doubt the primary barrier for the development of C-RETIs in 
China.  
 
4. 2.1.2 The Operation of C-REITs 
As have been mentioned from above, the current real estate investment trust plans 
of China are primarily governed by the following laws and regulations: ―Trust Law 
of the People‘s Republic of China‖, ―Measures for the Administration of Trust 
Companies‖75, and ―Measures for the Administration of Trust Companies‘ Trust 
Plans of Assembled Funds‖76. These legislations set out the operations range of the 
real estate investment trust companies – what kind of activities can be done and 
what can not, and the current laws make quite a few restrictions on the operations 
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of the quasi-REITs.  
Judging from the evolvement of regulations governing quasi-REITs, we can see 
that China has made efforts in removing some of the restrictions, but in effect, 
there are still quite a lot of obstacles that limit the operation scope of REITs. 
Taking the following example for illustration, the revised ―Measures for the 
Administration of Trust Companies‖ has abandoned the restriction of ―maximum 
200 contracts‖77, but further to that, it imposes extra requirements on the eligible 
individual investors, such as the maximum contact sum of one contract (above 
RMB1,000,000 for the first contract), the financial assets of the individual investor 
(no less than RMB 1,000,000), the annual income of the investor (a minimum of 
RMB200,000), and so on
78
. These requirements are quite high for the average 
individual investor in China and they basically rule out the participation of the 
majority of individual investors in China. The law sets high standards for eligible 
individual investors and makes it less likely for small investors to invest in REITs. 
While it is hard for quasi-REITs to develop individual investors, they have to seek 
more institutional investors, but from the perspective of those bigger institutional 
investors, quasi-REITs plans may not be their priority investment target due to the 
current obscure legal and market environment.  
Compared with the current blankness as regards to the operations of C-REITs in 
China, detailed regulations have been made on the operations of REITs in regions 
such as U.S, Japan, Singapore, South Korea and Hong Kong. The regulations 
govern lots of aspects such as the structure, types of assets, leverage
79
 ratio, 
dividend payout ratio, transaction of shares and etc. The following table offers a 
better look at the basic fields in the operation of REITs in Hong Kong, Japan and 
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Singapore. It makes comparison between these areas on aspects such as the 
structure, assets type, leverage ratio, dividend payout ratio and points out some 
basic points that China needs to make laws on in order to facilitate the 
development of C-REITs.  
 
Table 1: Comparison of REITs in Asian-Pacific Area
80
 
 China Hong Kong Japan Singapore 
Structure  Unit trust Trust or corporate 
(listed REITs are all 
corporations) 
Collective investment 
scheme (Unit trust) or 
corporate 
Foreign 
Assets 
 Yes Yes Yes 
Leverage  Capped at 45% 
of gross asset 
value 
No restriction Over 35% of total assets 
permitted with disclosed 
credit rating (capped at 
60%) 
Dividend 
payout 
 At least 90% of 
annual net 
income after tax  
At least 90% of 
distributable income 
to qualify for tax 
deduction 
At least 90% so as to enjoy 
exemption from paying 
corporate tax 
 
So to conclude, the current legislation framework does not provide too much room 
for REITs to fully operate in China. There are too many restrictions that refrain 
REITs from attracting investors and also it does not provide REITs with enough 
legislative backups to support they operation.  
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4. 2.1.3 The Tax Code of REITs 
As mentioned in the previous chapters of this paper, the ―tax‖ issue is one of the 
most important subjects of REITs. Tax policy has played an extremely important 
role the development of REITs in countries with a longer history of REITs, and in 
particular, certain tax policy has spurred the flourish of REITs to a great extent, just 
as many scholars address it as the key driver to the development of REITs.  
The importance of tax to REITs can be better explained by examining the case of 
U.S. The U.S is the country with the longest history of REITs and its first REIT 
was launched in the 1960s. According to McCall (2001), Tax plays an essential role 
in the flourish of the REITs market in America ever since it is born and acts as the 
primary driver for its development. The laws that REITs have to abide by mostly 
come from the US Internal Revenue Code (IRC), the 1933 Security Act and related 
state laws. The exact laws and regulations governing REITs can be found in the 
U.S. IRC (Sec857)
81
. In particular, it is required that REITs should distribute at 
least 95% of its taxable income(excluding capital gains) yearly, and REITs are 
exempted from corporate taxation as long as it meets the above requirements. 
Moreover, under the U.S. IRC, there are other provisions that aim to make REITs 
attractive for property developers to raise capital from the public. Also REITs 
enjoys a favorable tax treatment called the ―Pass through Tax Treatment‖ which 
means that the loss or gains of a corporation can be offset by those of individuals 
for the purpose of income taxes, and hence eliminates the problem of 
double-taxation
82
. The above-mentioned tax treatments for REITs offer extra 
incentives for investors to invest in and accounted for a big portion of the reason 
why REITs were flourishing during the last centaury. There is no doubt that this 
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favorable tax treatment is a huge incentive for various investors to invest in REITs, 
especially in such a heavily-taxed country as the U.S. Moreover, with the U.S. tax 
code becoming stricter and more detailed during the late 1980s
83
, this particular tax 
advantage of REITs had become all the more attractive to the investors. This helps 
to explain the more rapid development of REITs during the 1990s in America. 
So from the discussion above, REITs in the U.S. can enjoy favorable tax treatment 
if they meet certain requirements. In Australia, Listed Property Trusts (LPTs) can 
also enjoy a similar tax benefit, while other countries are less forthcoming with 
respect to granting a tax transparency status for REITs due to concerns over loss of 
tax revenue
84
. For example, in Singapore, when REITs were first launched, they 
received the same tax treatment as other ordinary companies. (But the tax was later 
substantially reduced to a much lower level in order to compete with Japan and 
retain its leadership in the Asian REIT market
85
.) According to Ooi(2006), the 
absence of preferential tax treatment has been cited as the key reason for the slow 
development of REITs in Asia and Europe.  
In mainland China, according to Lu (2008), the government has not come up with 
a comprehensive tax code designed specifically for real estate investment trust. The 
current tax treatment of the existing quasi-REITs is the same with other ordinary 
enterprises, which makes quasi-REITs no more attractive than others in this 
aspect
86
. This lack of specific tax code and favorable tax treatment is no good for 
either the quasi-REITs or the investors to forecast their returns and then make their 
decisions, and this blank field in the tax regulation increases the uncertainties and 
thus increases the risks in investing in REITs in China. So China should come up 
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with a specific tax code for REITs and offer special tax treatments for REITs.  
The significance of the special tax treatments for REITs is explained by Ooi(2006) 
and illustrated in the following table. It argues that without tax transparency, the 
income of REIT stocks would be taxed twice, firstly at the corporate level, and 
then at the personal level, which is the so-called ―double-taxation‖. According to 
the table, an investor will get 62.40 cents for every dollar earned under the 
double-taxation system. However, the investor can get 80 cents for every dollar 
earned, representing a 28.2% increase in cash disbursement
87
. This example helps 
to explain clearly the rapid development of REITs in the U.S. 
Table 2: An Example on the Impact of Tax Transparency
88
 
Tax Status REIT Non-Transparent REIT Transparent 
Operating Income 100 100 
Corporate tax @ 22% -20 0 
After tax income 78 100 
Income tax @ 20% -15.6 -20 
Cash to shareholders 62.4 80 
In addition to the double-taxation problem mentioned above, there also exists the 
issue of high taxation for foreign enterprises in China. The development of 
C-REITs needs the support of foreign institutional investors and the heavy taxation 
on them has undoubtedly discouraged them from entering China market. 
According to Quek et al. (2007), which discussed a bit about the barriers of 
developing C-REITs in China, it pinpoints the current problem of high taxation in 
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China and argues that taxes are the main expenses for foreign investors when 
evaluating the options of investing or setting up REITs in China
89
. Also it listed the 
major taxes levied on a foreign enterprise when investing in China as follows. As 
can been seen in the table below, there are indeed quite a lot of tax items, and in 
order to have a successful development of the C-REITs market, China should 
consider reducing some of the taxes to give international investors more incentive 
to invest in China, which will benefit the development of C-REITs.   
 
 
 
 
 
 
 
 
 
 
 
 
Table 3: Major Taxes Levied on a Foreign Enterprise
90
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To conclude, comparing the experience of foreign countries with the current 
situation of China, it can be observed that the lack of relevant tax codes governing 
the real estate investment trust business is one of the greatest barriers of developing 
C-REITs in China. The tax system should be constructed in such a way as to offer 
incentives and favorable treatments to C-REITs. Also it is noticed that the current 
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taxes on foreign enterprises are quite heavy, and it discourages international 
investors from investing in the real estate market in China. It is of great importance 
for the Chinese government to carry out a specific tax regulation on real estate 
investment trust industry, and also to give more incentives for international 
investors to invest in China to facilitate the development of C-REITs in China.  
 
4.2.1.4 The Monitoring of C-REITs 
Having discussed the previous three points, the last part of the current insufficient 
laws and regulations governing REITs in China is on the monitoring aspect of 
C-REITs. The following will discuss briefing the current monitoring status in 
China, compare it to the U.S and other Asian countries, and point out the areas 
that China should make legislations on.  
Apart from the laws and regulations mentioned above, the China Banking 
Regulatory Commission (CBRC) has issued several notices on strengthening the 
monitoring power of investment trust companies over the years. These notices set 
basic regulations on the trust companies, their business and the practice of the 
persons involved. Further to this, it issued a consultation paper on the disclosure 
of information for investment trust companies in 2005, in which it discussed what 
should be disclosed, format of disclosure, and the management of disclosure etc. 
If this consultation paper can be enforced, it will undoubtedly make improvements 
on the existing monitoring of C-REITs and make it more crystal and effective.  
Comparing our current monitoring system of REITs with U.S. and other Asian 
districts, it can be found out that these foreign countries have better and clearer 
regulatory clauses on the monitoring of REITs
91
. The U.S. set up the National 
Association of Real Estate Investment Trust to promote self-discipline within the 
industry, while Asian districts have even stricter codes to monitor the 
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establishments, assets types, income and distribution aspects of REITs. Take Hong 
Kong and Singapore as examples, besides setting regulations on the 
responsibilities of trustees and management companies, they have also made 
separate clauses governing the participation of all parties involved in REITs, 
which are listed in the ―Code on Real Estate Investment Trust‖ of Hong Kong and 
―Handbook of Unit Trust‖ of Singapore, which makes the whole monitoring 
system more specific and comprehensive.  
From the above analysis, it can be seen that China has already had a basic 
monitoring system of REITs, but there exists at least three blankness points in 
law
92
. First is to set up a comprehensive regulation to govern the monitoring of 
REITs industry as a whole, in which legislations should be made to regulate 
establishments, assets types, income and distribution aspects of REITs. Secondly, 
laws should be made on the rights and obligations of each and every party to the 
REITs business, including not just the real estate investment company. A more 
comprehensive monitoring system governing all players can effectively lower the 
risk in it. Finally, as the C-REITs industry becomes much more mature and 
developed, a REIT association could be established which is aimed to promote the 
inner-industry discipline.   
As a conclusion, it is pretty obvious that China lags behind in making laws to 
monitor REITs. In spite of the several notices that the CBRC has made, more 
comprehensive and detailed codes should be established to govern the behavior of 
all the players in the business of REITs, and also China should also consider the 
option of establishing an association to promote self-monitor and self-discipline 
within the REITs industry in the future.  
 
4.2.2 Establish a Comprehensive Legislative Framework for C-REITs 
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In the previous part, it has discussed the current insufficiencies in the legislative 
framework for REITs in China and identified the four major areas that need 
improvements. They are the establishment, operation, tax code and monitoring of 
REITs, so this section will focus on these four aspects and discuss what should do 
to overcome these insufficiencies in the current laws and regulations. Because the 
previous chapter has talked extensively and clearly about these insufficiencies, 
what need to be improved on are exactly these insufficient fields. This part is 
mostly a conclusion of the previous part.  
During the previous discussion, it has been stressed again and again the 
incompleteness of the existing legislative framework that hinders the 
development of C-REITs to a great extent, and consequently, it is of great 
importance and urgency to set up specific laws and regulations to govern REITs 
in various aspects such as its establishment, operation and tax codes. Hong Kong 
has been quite a good pioneer in this field, and the author believes that mainland 
can learn a good lesson from its Hong Kong SEC‘s ―Code on Real Estate 
Investment Trust‖ as for how REITs are established, managed, operated and taxed. 
The Chinese government should come up with regulations and codes that are set 
specifically to govern REITs, instead of the current broad z. In particular it should 
provide REITs with favorable tax treatment to avoid double-taxation and promote 
its development.  
Also, the government should make improvements on laws and regulations that 
aim to monitor the REITs industry. The REIT market itself is associated with both 
the real estate market and also the stock market, and the C-REIT is only at the 
early stage of development in China, uncertainties are substantial so the 
government‘s monitoring and regulation are urgently needed to both protest the 
investors‘ rights and also increase the efficiencies of the markets. The major 
regulatory body – China Banking Regulatory Commission (CRBR) should make 
specific regulations on RIETs in the following aspects. Firstly, it should set 
regulation on the qualification of the REIT manager and the investment company; 
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Secondly, it should limit the company‘s scope of business to a certain level and 
prevent it from participating in risky activities; Thirdly, it should make it 
compulsory for REITs to disclose all relevant information that concerns the 
investors regularly, so that the investors to gain a good understanding of their risk 
levels and monitor their performances. The relevant information includes the 
REIT‘s portfolio of assets, its structure and operation, the business strategy, 
profitability and etc.    
Besides the two points mentioned above, the government should also make 
favorable policies to support the development of C-REITs, and this was a major 
reason for the fast development of REITs in America during the last century. The 
government‘s efforts should not only be made on the field of the REIT sector, but 
also it should promote the development of relevant financial sectors such as the 
insurance and the pension fund. As discussed in previous chapters, since REITs 
aims to achieve long-term growth and capital gain, pension funds and insurance 
companies are usually the potential buyers of REITs. The flourish of the 
insurance and pension fund industry will without doubt increase the power from 
the buyers‘ side of REIT, which helps the development of C-REITs indirectly.   
So to conclude, the establishment of a comprehensive legislative framework for 
C-REITs is the most urgent issue to be dealt with to promote its development. 
The government should make specific codes and regulations to govern the 
establishment, operation, tax, monitoring aspects REITs. In addition, in spite of 
the direct stimulus legislations make to promote the REIT market, certain 
supportive policies should be carried out to help the development of other related 
financial sectors, such as the insurance and pension fund industry. China should 
come up with a comprehensive legislative framework for C-REITs, which will 
help the development of C-REITs both directly and indirectly.  
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4.3 The C-REIT Market 
The previous part of this chapter discussed the insufficiency in the current 
legislation that hinders the development of C-REITs. It is well-known that 
legislations can be made relatively quickly to facilitate the development of 
REITs in China, but the overall market environment, on the contrary, requires 
much longer time to mature and become suitable for the successful development 
of C-REITs.   
REIT is essentially one of the financial products that will fully perform when the 
market functions well. REIT is closely linked to two markets—the real estate 
market and the stock market. The performance of REITs is fundamentally 
associated with the soundness of the two markets. The current market 
environment is not mature enough for the development of C-REITs.  
So the following discussion will first identify the problems with the current 
C-REIT market by comparing it with some foreign countries with successful 
implementation of REITs, and subsequently, it will bring up suggestions on what 
should China do to boost the real estate market and the stock market of China in 
order to establish a suitable market environment for the development of C-REITs. 
The suggestions focus on both the micro-economic market and the 
macro-economic market.  
 
4.3.1 Problems with the Current C-REIT Market 
Looking at the market conditions of the U.S, Singapore, Japan and other 
countries with successful REITs history, it can be concluded that these foreign 
markets share the following common grounds, which provide a solid base and 
greatly facilitate the development of REITs.  
First of all, from the micro perspective, these foreign countries have developed 
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quite advanced market economy compared with China
93
. In the market economy, 
the price of goods and services are determined in a free price system
94
, and the 
allocation of resources is based on market-driven forces such as the supply and 
demand. The markets advocate competition and believe that ―the survival of the 
fittest‖. The perfect market economy aims to achieve the optimal use of 
resources and arrives at an equilibrium where the output is optimal. REIT, just 
like any other form of financial product, needs such a developed market 
economy where investors can make their investment choices based on more 
transparent market information. The market can respond quickly to any 
movements or news from either the supplier or the buyer side, and so can the 
price of it. The existence of a mature market economy has greatly facilitated the 
development of REITs from the experience of those foreign countries.  
Secondly, as the ultimate investment object of REITs is the real estate 
development project, a mature and well-functioning real estate market provide 
REITs with good investment opportunities
95
. Just as in the stock market where the 
general case is that a high earning ability makes a company‘s stock more 
appealing than others, the return of REITs is primarily driven by the performance 
of the real estate market. U.S, Japan and Singapore all possess a relatively mature 
and well-regulated real estate market, which makes it attractive to invest in 
property-related products. The real estate market is traditionally associated with 
high risk but strict governance and regulations can substantially lower the risks. 
So the existence of a well-regulated and vital real estate market is the driving 
force of the successful development of REITs from the experience of those 
foreign countries. 
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In addition, according to Lu (2008), another common feature shared by the 
above-mentioned countries is that they have a sophisticated and well-governed 
security market to back up the circulation of REITs shares. It is commonly known 
to all that liquidity is a major attractive feature of all kinds of financial 
instruments, and it is the stock market that provides the liquidity of REIT shares 
to the investors. The U.S. stock market has a more than 300 years of history and 
is equipped with a set of well-written regulations to govern and ensure the 
soundness of the market. A well-functioning stock market definitely does good to 
the issuing, trading and circulation of REITs shares as well as other stocks. So as 
can been seen from experience of those foreign countries, a sophisticated and 
well-governed stock market greatly benefits the development of REITs.  
After concluding the common features of other countries with successful 
development of REITs, which are the existence of an efficient and mature market 
economy, a well-regulated and healthy real estate market, as well as a 
sophisticated and well-governed stock market, the following part aims to examine 
the current market environment in China and identify various barriers in the 
market that hinder the development of C-REITs.  
First and foremost, the current average return of REITs in China is lower than the 
global average
96
. The primary investment targets of REITs are commercial and 
industry properties (such as science parks) due to the fundamental investment 
principle of REITs which is to generate a long-term, constant and stable cash 
inflow. Take U.S. as an example. Industrial and retail properties account for 
almost half of the total portfolio of REITs investment
97
, and while a small portion 
is attributed to residential properties, the residential properties are largely service 
apartments which are rented for short-term purpose. When examining the 
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developed REITs market in Asia, according to Lu (2008), 70% of REITs 
properties are offices in Japan. In Singapore, most of the REITs properties are 
shopping malls, hotels and office buildings, and it is about the same in Hong 
Kong. The average current Income Return
98
 of REITs is around 4% to 6% 
globally, and if take into account the operational cost and the taxes, the rental 
yield of REITs should reach 12% to 14%, which is so far not possible in any city 
in China
99
. So the current rental yield in China, together with the high taxation, 
makes the return on REITs incomparable to the global average. This reduces the 
attractiveness of REITs to the potential investors without doubt and hinders its 
development in China.  
Another point which is worth noticing is that in the current market of China, there 
is insufficient supply of professional property management companies and 
managers. The urbanization of China is much later compared with U.S, Singapore, 
Japan and etc, and it was not until recent years that people have started to care 
about property management and realize its importance. In the U.S, it was required 
by law that the REITS must be handed over to the professional management 
bodies, although this requirement was abolished later, it turns out that it is still the 
common practice among REITs to hire outside professionals to manage its 
projects. In Hong Kong and Singapore, it is required by law that an outside 
professional management team must be hired to take care of its real estate 
properties. Regarding to the current situation in China, ―property management‖ is 
still a new concept to many parts of China and the real estate market is in 
tremendous lack of professional property management institutions, which should 
cover facilities management, lease management, property management, rental 
management and etc. This insufficient supply of professional management 
companies is also a barrier of developing C-REITs in China.   
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4.3.2 Improve the Macro-economic Environment for C-REITs 
Having discussed the issue of establishing a comprehensive legislative framework 
for REITs, the following part of this chapter aim to deal with the second barrier 
mentioned in the previous part of this chapter, which is the immature and 
inefficient market. The discussion of how to make improvements on the current 
market environment for REITs is from two perspectives, the macro-economic and 
micro-economic point of view. The macro-economic discussion below pinpoints 
the directions that China should make efforts toward, in order to enhance the 
domestic market environment for the smooth development of C-REITs.  
 
4.3.2.1 Boost People’s Faith in the Real Estate Market  
The real estate and construction sector has been acting as an all the more 
important player in the national economy of China, accounting for a large 
percentage of the national GDP. After the financial downturn at the end of 2008, 
China‘s real estate market bounced back faster than any other countries in the 
world, and with the stimulus plan carried out by the Chinese government, people 
have gradually gained back their faith in the real estate market. This can be seen 
from the rising number of housing transactions and the increase in real estate 
investment, according to the report from the Ministry of Housing and Urban-Rural 
Development of China (MOHURD)
100
. Besides the good news about the recovery 
of the real estate sector, the MOHURD made it explicitly, in this report that it 
would continue to work on and support the domestic real estate industry, with an 
aim to sustain people‘s faith in the market and the expected turn of their 
investments.  
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The establishment of the real estate sector as one of the leading industries in China 
will undoubtedly boost the investors‘ faith in it, making them more willing to put 
their money into the property-related financial instruments, such as REITs. As 
have been mentioned in the previous chapters, the ultimate investment object of 
REIT is real estate property, so boost in the real estate market will definitely has a 
positive impact on the REITs market, which will benefit the long-term growth of 
the C-REITs market. 
 
4.3.2.2 Speed up the Development of Real Estate Sector 
According to an article of Wang Ran
101
, the development of real estate sector in 
the developed countries usually went through three stages. The first stage is the 
property development initiated by real estate developers; the second stage is the 
property investment by real estate investment companies or REITs; the third stage 
is the real estate securitization featured by Mortgage Backed Securities (MBS)
102
. 
According to this article, as a country enters the first stage, the real estate sector 
becomes the national leading industry and contributes a lot to the national GDP. If 
its property sector wants to advance to another level, it will go on to the second 
and third stage of development. In these more advanced stages, it becomes 
extremely important to deal well with the relationship of the real estate sector and 
other sectors and make its products (such as REITs) to be an effective investment 
tool and financial intermediary in the market.  
According to Wang, after 20 years of development, the Chinese real estate market 
is undergoing a transition from the first stage to the second stage. The financing of 
real estate development is gradually changing from borrowing bank loans to 
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equity investment (such as the quasi-REITs in China). China should work on 
speeding up the development of the real estate sector and fasten the transition 
from the first stage to the second stage. The coming of the second stage means the 
flourish of REITs in China.  
 
4.3.2.3 Lower the Entry Barrier for Foreign Funds 
The entrance of foreign funds into the China can help bring in advanced 
management expertise and improve China‘s financial market. REITs have been 
developed in other foreign countries for a much longer period than that of China, 
and during the years of development, foreign REITs have already formed a 
relatively mature mode of operation, management and investment. Their 
experiences can be hugely beneficial to the local Chinese REITs, especially when 
the local REITs are only at the early stage of development. The local REIT 
managers can have the chance of communicating with the foreign REIT managers 
directly and learn from their experiences, and thus improving the overall 
performance of C-REITs. This exchange of experiences and professional 
knowledge will fill in the blankness of the current lack of supply of professional 
and experienced REITs managers in China. Later as the C-REITs market becomes 
all the more mature and efficient, it will in turn provide more and more foreign 
funds with incentives to enter the Chinese market. This will become a virtuous 
cycle which will benefit the development of C-REITs.  
So lowering the entry barrier for foreign funds can help bring in more experience 
and successful foreign funds to the local market. Also it will introduce their 
successful experience in operating and managing of REITs to the local REITs 
managers, and this will solve the problem of the current lack of supply of 
professional REITs managers in China. In addition, the foreign funds‘ entrance to 
the Chinese market helps to promote the development of the C-REITs, and the all 
the more mature and successful REITs market will attract more international 
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funds to invest in China, which will become a virtuous cycle and benefit the 
development of C-REITs market.   
 
4.3.3 Improve the Micro-economic Environment for C-REITs 
The previous section has talked about what China should do to make 
improvements on its macro-economic environment to facilitate the development 
of C-REITs, and the following section takes the micro-economic perspective and 
identifies the broad areas that China should act on to enhance its micro-economic 
environment for the successful development of C-REITs. Compared with the 
macro perspective, the following section will come up with concrete advice on the 
specific areas that need improvements. The points discussed here are from two 
sides – the supply side and the demand side. On the supply side, the increase in 
the number of qualified fund and asset management personnel will raise the 
quality and attractiveness of REITs products. As for the demand side, being 
supportive to the potential buyers of REITs shares (the institutional investors) will 
undoubtedly increase the demand for REITs.  
 
4.3.3.1 Enlarge the Talent Pool of Fund and Asset Management Personnel  
An active and successful REITs market must be backed up by a group of 
experienced fund managers, who have profound knowledge about the real estate 
and stock market. Especially when REIT is a relatively new concept to the general 
public of China, the existence of a pool of fund and asset management experts 
lays a solid foundation for the soundness of the REITs market.  
The benefits that this pool of talents can bring are huge. They can come up with 
good plans and investment strategies, thus bringing up the value of REITs. The 
possibility of a good return to the investors is high with the experience of the 
REITs managers. The first step to enlarge the talent pool of qualified fund and 
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asset management personnel, just as what has been mentioned before, can be 
achieved by the introduction of the foreign funds. The communication with this 
group of foreign REITs managers can help nurture the first generation of our own 
REITs professionals, which is a crucial point to the long-term development of 
C-REITs in China.  
China has made an initial effort in this field. A ―Notice on Establishing a Talent 
Pool of the Trust Industry‖103 was issued by China Trustee Association (CTA) in 
2007, which was aimed to build up an official database for the talents in the trust 
industry. There have been conferences and seminars held by the CTA afterwards. 
The purpose of issuing this notice and the subsequent discussions are about to 
make good use of the professionals in the trust industry.  
From the author‘s point of view, the effort made by China in this field is far from 
enough. In addition to just building up a database, China should make more 
concrete moves to nurture more qualified fund managers in the local market, 
which will increase the quality and attractiveness of the REITs products on the 
supply side. 
 
4.3.3.2 Nurture More Domestic Institutional Investors 
From the perspective the demand side, the institutional investors, as repeated 
mentioned in previous chapters, are an important group of end users of REITs. 
These institutional investors comprise of insurance companies, security companies, 
security funds, social security funds, pension funds and etc. One of the most 
attractive features of REITs lies in its stable cash inflow from the long-term‘s 
point of view, which is exactly the reason why large institutional investors are 
huge fans of REITs.   
According to a report named ―The Emerging Chinese Institutional Investors‖ by 
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Jones Lang Lasalle at the end of 2009, the year of 2009 witnessed a huge increase 
in the market share of Chinese institutional investors compared with their foreign 
counterparts, from 38% in 2008 to 70% in the first half of 2009. The major reason 
of this jump was the damage that the financial tsunami had done on a majority of 
the foreign institutional investors. The domestic institutional investors, which 
suffered much less compared with their foreign counterparts, are playing a more 
and more active part in the market. The timing of nurturing more domestic 
institutional investors is quite good as there is less competition now in the market.  
From the analysis above, China should make more efforts in nurturing the 
domestic institutional investors and offer more incentives for them to develop and 
expand. The timing now is good as there is less competition in the local market 
from the foreign investors. The increase in the power of domestic institutional 
investors will raise the demand for REITs shares in the future, and benefit the 
long-term growth of the C-REITs market in China. 
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4.4 The Risk Prevention System for C-REITs 
Having discussed the previous two barriers of developing C-REITs and 
subsequently what China should do to remove them. This leaves only the third 
barrier for discussion, which is the incompetent risk prevention system in China. 
Risk has always been a hot topic in the world of investment, and with the 
sub-prime crisis followed by the global financial tsunami in 2008, investors have 
become all the more risk-adverse and peculiar about their investment choice. 
Return and risk are always the major concerns of investors when making 
decisions. The previous part discussed the return aspect, and the following section 
will discuss the incompetence of the current system to manage risks of REITs, 
which accounts for another barrier of developing C-REITs in China.  
Generally speaking, the investment risk can be divided into systematic risk and 
unsystematic risk. The systematic risk, also called market risk, refers to the risk 
of the overall aggregated market returns, such as the uncertainty in interest rate, 
growth of GDP, CPI index, and etc. These micro factors can affect the returns of 
the real estate market as a whole. On the contrary, the unsystematic risk is often 
referred to as firm-specific risk, and it is inherent in each of the investment 
project. As each project is different, the unsystematic risks associated with them 
are different.  
As has been mentioned above, investors concern a lot about the risk aspect of an 
investment product. So it is of great important that a well-designed risk 
prevention system to be established in China which aims to protect the investors 
from being exposed to excess risks. If only investors acknowledge what kind of 
risks and what is the level of the risk they are exposed to, they can make fair 
investment decisions, which will help the healthy functioning of the C-REIT 
market.  
So the discussion of the risk prevention system for C-REITs is comprised of two 
parts. Firstly it will point out the problems with the current risk prevention system 
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for C-REITs, followed by the suggestions on how to establish a well-rounded 
risk-prevention system for C-REITs.  
 
4.4.1 Problems with the Current Risk Prevention System for 
C-REITs 
Looking at the current situation in China, the risk prevention and management 
system comprises of the regulatory body and various legislations under it. China 
Banking Regulatory Commission (CBRC) acts as the major monitoring body of 
quasi-REITs in China, and the following regulations, ―Measures for the 
Administration of Trust Companies‖104, ―Measures for the Administration of 
Trust Companies‘ Trust Plans of Assembled Funds‖ 105 , ―Trust Law of the 
People‘s Republic of China‖106, are the major monitoring forces of quasi-REITs to 
prevent and manage the risks. In 2005, China Trustee Association (CTA) was 
established. CTA is a non-profit social institutional legal person function under 
the guidance and supervision of the CBRC
107
. Overall speaking, China has 
already set a preliminary risk prevention system for REITs. But again the current 
system is far from enough to protect investors and help them build up the faith in 
REITs. It hinders the development of REITs in at least the following two aspects.  
Firstly, the current system lacks a well-designed early warming mechanism for 
REITs
108
. The early warming mechanism mainly refers to a financial model based 
on statistics, which is widely used in the finance industry to estimate the risk of a 
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product. The similar model should be built for REITs to closely monitor its level 
of risk, and once the risk reaches a certain level, warning will be sent out to the 
market to raise people‘s awareness about the increasing possibility of receiving a 
negative return. In addition to sending out warning, this mechanism can also help 
the government and relevant regulatory institutions to realize the problems with 
REITs investment as early as possible, and thus they can take necessary actions 
before it is too late.  
In addition, under the current system, there is not enough information about 
REITs shares disclosed by the issuing company. According to Lu(2008), the 
current practice in the industry is to disclose only the general risks associated 
with investing in REITs. The real estate industry is a high-risk and high-return 
industry, and the above-mentioned required disclosure of the cash inflow and 
outflow is apparently not enough without the description of the real estate project 
itself
109
. According to the current trust law mechanism, once the investors put 
money into the trust plan, they are excluded from managing and operating the 
assets, and the investors‘ return is directly influenced by the operation and 
management of the assets. As it is known to all, each and every REIT is different 
in its property mix, management team, distribution ratio, strategy and so on, and 
thus they have their own specific risks apart from the general risks. Consequently 
the disclosure of only the general risks is far from enough for investors to have a 
good knowledge of the specific risk level of the individual product. This 
risk-related information is essential for investors to make decisions and the 
current lack of disclosure in this aspect makes the investors less willing to 
participate in the REITs market due to the potential loss from some unknown 
risks.  
As discussed above, it can be seen that the current China REITs market is 
incompetent in the risk prevention field. Two major points were identified, 
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namely the lack of a well-designed early warming mechanism for REITs, and 
lack of disclosed information to determine the risk level of REIT. The 
incompetent risk prevention system in China does not offer the investors a fair 
level of protection from the risks associated with investing in REITs, and thus it 
discourage investors from participating in the REITs market. It is without double 
another barrier in developing a successful C-REITs market in China.  
 
4.4.2 Establish a Well-Rounded Risk Prevention System for C-REITs 
The previous part of this chapter has talked about the third barrier, which is the 
insufficient risk prevention system for REITs in China. And as for how China 
could remove this barrier, the following discussion will address two points, which 
are the stricter regulation of REITs management companies and an early warning 
mechanism for the entire REITs industry.  
To start with, stricter regulations should be imposed on all the REITs management 
companies to reduce the risks of investing in REITs. First of all, the most effective 
risk prevention method is to eliminate any potential risk as early as possible. For 
instance, when making an investment decision on a project, a detailed study of 
any potential risks associated with this project should be conducted. These risks 
should be evaluated, examined and more importantly, they should be worked on to 
minimize the possible of their happening. Secondly, as the rule of thumb in 
investment, do not put all the eggs in one basket. Diversification can substantially 
lower the investment risks, and thus according to the principle of diversification, a 
REIT should invest in different types of properties and also in different locations 
to achieve a diversified portfolio and minimize the systematic risks. Thirdly, for 
different type of investment, the risk prevention method should be different and 
take into account the characteristics of this particular type of investment. The 
management company should make sure that every project is taken good care of 
and there is sufficient manpower to govern and monitor the operation of every 
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project. Lastly, the REITs management companies should be compulsorily made 
do disclose enough information about their products, their organizational structure, 
management team, investment strategy and etc.  
In addition, as mentioned in the previous part of this chapter, an early warning 
mechanism should be established to closely monitor what is going on in the 
industry. This should be done with the efforts from the monitoring body (CBRC) 
by setting up a standard to assess the risk level of REITs, and more importantly, it 
should giving warning to the investors when the risk rises above a certain 
pre-determined level. In addition to sending out warning, this mechanism can also 
contribute to the discovery of any potential problems with the REITs industry as 
early as possible, and thus the government can immediately act upon it before it 
the problem becomes an even bigger issue.  
 
4.5 Conclusion  
This chapter has identified the three major barriers that the author believes should 
be resolved immediately to achieve a successful development of C-REITs and 
what should China to remove those barriers and establish a suitable environment 
for C-REITs. Although China has made some efforts in improving the situation, 
they were far from enough for the smooth and successful development of the 
C-REITs market.  
First and foremost, focus was put on the incomplete legislative framework on 
REITs that hinders its development, and in this part, four points have been 
discussed, namely, the insufficient laws and regulations on the establishment, 
operation, tax code and monitoring of C-REITs. Suggestions were given to fill the 
blankness of the current legislations and establish a comprehensive legislative 
framework for C-REITs.  
The second barrier is the current inefficient and immature real estate and stock 
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markets of China that hinder the development of C-REITs. It discussed the current 
insufficiencies in the Chinese market economy, real estate market and security 
market. Subsequently suggestions were brought up to improve the 
macro-economic and micro-economic market environment for C-REITs. In the 
macro-economic environment field, three suggestions were given, which were to 
boost people‘s faith in the real estate market, to speed up the development of the 
real estate sector, and to lower the entry barrier for foreign funds. As for the 
micro-economic environment field, two points were brought up, which were to 
enlarge the talent pool of fund and asset management personnel, and to nurture 
more domestic institutional investors.  
As for the last barrier, which was the risk prevention system for C-REITs, it 
discussed the problems with the current risk prevention system for C-REITs and 
argued that the investors were not given enough protection against the investment 
risks of REITs products. China should put much stricter regulations on REIT 
management companies to disclose enough information to the investors, and also 
it should set up an early-warning system to warm people once the risk level of 
REITs products exceed a certain level.  
The author believes that once those barriers are cleared, the C-REITs market will 
flourish and contribute to the performance and efficiency of the overall financial 
market in China. 
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Chapter 5 Conclusion 
5.1 Conclusion of Dissertation  
5.2 Limitation of Research  
5.3 Further Study  
 
5.1 Conclusion of Dissertation  
The rapid development of REITs has impressed the world during the second half 
of last century. It was firstly introduced in the United Sates and then quickly 
spread to other countries such as Australia and Europe. REITs have contributed to 
the liquidity of the real estate market a great deal, and the attractive features of 
REITs to the investors include diversification and liquidity, which make the return 
of REITs outperform other U.S investment benchmarks, especially in the long run 
(See Figure 2 of Chapter 2). Also one important feature of the U.S REITs is the 
favorable tax treatment under the Internal Revenue Code. The code gives tax 
exemption on REITs as long as they meet certain requirements. One of the 
requirements is the dividend payout ratio, so REITs are required to pay out a 
majority of its income to its investors in order to enjoy the tax exemption. So 
Chapter 1 gives a brief history of REITs, including the REITs in America, the 
Asian REITs and the emerging Chinese REITs market. Also it specifies three 
objectives of this dissertation, which are to firstly examine the effects of various 
Chinese laws, regulations and their amendments on the development of the 
C-REITs market. Secondly, it aims to identify and analyze the current barriers of 
developing REITs market in China. Finally, it will come up with suggestions as to 
how should those obstacles be overcome.  
So in Chapter 2, previous work done in the relevant fields of REITs has been 
studied and concluded. This includes the attractive features of REITs. In other 
words, why have they been so popular over the years? Study on these features of 
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REITs can help the readers better understand the incentives to develop C-REITs 
market in China. In addition, this chapter examines the study on the development 
of C-REITs, more specifically, the Guangzhou Investment REIT and the 
Capitaland REIT. These are the two REITs up to date which have securitized the 
mainland properties and went listed on foreign exchanges. Furthermore, it 
concluded previous work which discussed the barriers of developing C-REITs 
market in China. There have been an increasing number of researches done by 
Chinese scholars on the development of C-REITs in recent years. But most of the 
researches focus on promoting successful experience of foreign countries and also 
make very general comments on the future form of C-REITs. However, as the 
market environment changes rapidly and new regulations and laws are 
implemented from time to time, some of their studies were outdated and no longer 
applicable to the current Chinese market context. With respect to that, this paper 
aims to fill in the gap to identify the most up-to-date barriers of developing 
C-REITs market in China and come up with suggestions on how China should 
overcome them.  
Chapter 3 introduced the development process of C-REITs from the legal 
perspective. It demonstrated the impacts of various laws, regulations and their 
amendments have on the development of C-REITs. It gave a detailed analysis of 
how the C-REITs market reacted to those policies changes and the rationale 
behind those legislations. The development of REITs in China have gone though 
two major stages. The quasi-REIT was in effect created to solve the financing 
trouble of real estate developers as a result of stricter regulation on bank loans. 
The quasi-REIT stage was featured by ups and downs and it was seen clearly that 
its development was quite sensitive to the implementation of the relevant laws or 
regulations. With the GZI REIT went listed on HK exchange, the real REIT era of 
China came, and later the listing of Cap9taland REIT on Singapore exchange 
followed the success of GZI REIT. They are the only two publicly-listed REITs 
which have securitized the mainland properties as of now. But the Circular 171, 
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which was studied previously in this paper, prohibits foreign enterprises from 
directly holding mainland properties. As a result, the success of GZI and 
Capitaland REITs can not be copied any more, and the development of C-REIT 
slowed down. In addition, this chapter is featured by case study of several selected 
REITs. These REITs cases can be regarded as milestones in the development of 
C-REITs and a closer study on them can help us gain a better and clearer picture 
of the REITs market in China, which will lay a solid foundation for the further 
discussion of the current barriers of developing the C-REITs market.  
So after a study on the development process of the quasi-REITs and REITs in 
China, Chapter 4 has identified the three major barriers that the author believes 
should be resolved immediately to achieve a successful development of C-REITs 
and what should China to remove those barriers and establish a suitable 
environment for C-REITs. Although China has made some efforts in improving 
the situation, they were far from enough for the smooth and successful 
development of the C-REITs market. First and foremost, focus was put on the 
incomplete legislative framework on REITs that hinders its development, and in 
this part, four points have been discussed, namely, the insufficient laws and 
regulations on the establishment, operation, tax code and monitoring of C-REITs. 
Suggestions were given to fill the blankness of the current legislations and 
establish a comprehensive legislative framework for C-REITs. The second barrier 
is the current inefficient and immature real estate and stock markets of China that 
hinder the development of C-REITs. It discussed the current insufficiencies in the 
Chinese market economy, real estate market and security market. Subsequently 
suggestions were brought up to improve the macro-economic and micro-economic 
market environment for C-REITs. In the macro-economic environment field, three 
suggestions were given, which were to boost people‘s faith in the real estate 
market, to speed up the development of the real estate sector, and to lower the 
entry barrier for foreign funds. As for the micro-economic environment field, two 
points were brought up, which were to enlarge the talent pool of fund and asset 
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management personnel, and to nurture more domestic institutional investors. As 
for the last barrier, which was the risk prevention system for C-REITs, it discussed 
the problems with the current risk prevention system for C-REITs and argued that 
the investors were not given enough protection against the investment risks of 
REITs products. China should put much stricter regulations on REIT management 
companies to disclose enough information to the investors, and also it should set 
up an early-warning system to warm people once the risk level of REITs products 
exceed a certain level.  
The author believes that once those barriers are cleared, the C-REITs market will 
flourish and contribute to the performance and efficiency of the overall financial 
market in China. 
 
5.2 Limitation of Research 
First of all, the market environment and legal environment for C-REITs are 
constantly changing with the newly revised or issued regulations and notices. 
This paper has tried to make the best efforts in including all those up-to-date 
regulations and news about the REITs market. In fact, both the People‘s Bank of 
China and the China Banking Regulatory Commission have their own sets of 
pilot schemes for C-REITs, but they have not published or implemented them up 
to date. So this paper did not include these up-to-date pilot schemes in analyzing 
the development process of C-REITs market in China.    
Also in the chapter discussing the barriers of developing C-REITs market, this 
paper has focused on the three major obstacles which the author believes to be 
the most crucial and need to be immediately solved. Of course there are other 
factors or barriers mentioned in the Literature Review that hinder the 
development of C-REITs in China, such as the transfer of property title and etc. 
Those factors are also important in analyzing the development of C-REITs 
market and they have to be solved in order to achieve a smooth and successful 
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development of C-REITs. But due to the scope of this study, they were not 
analyzed in this dissertation.  
In addition to what have been mentioned above, in the chapter which makes 
suggestions on helping China to establish a suitable environment for the 
successful development of REITs, more advice could be brought up to facilitate 
its development. The suggestions and comments are limited by the author‘s 
knowledge and research, but again these suggestions are what the author believes 
to be the most important and effective in removing the barriers for C-REITs.   
 
5.3 Further Study  
As mentioned from above, this paper focuses on the three major obstacles that 
hinder the development of REITs, and there are certainly other factors which 
worth discussing and examining to a greater detail. Further study of these barriers 
will help to give a more complete picture of the barriers of developing C-REITs 
market. For instance further study could be done on the security of property legal 
title, which was mentioned by Quek and Ong (2007). They argue that there is no 
sound legal system to ensure that the investors can obtain the legal title of the 
acquired properties
110
. Other factors that hinder the development of C-REITs 
market can also be explored for further discussion.    
Also as the market is constantly changing with new regulations coming out all 
the time, further study could be done on examining the latest revised regulations 
or laws have evaluate their effects on the C-REITs market. There have been more 
and more heated discussions about the launching of formal legislations which 
govern C-REITs, and according to various news reports previously mentioned, 
relevant regulations will be launched soon in these two years. So further study 
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could be done to examine the effects of the most up-to-date regulations on REITs, 
when the regulations are issued.   
This paper does not touch on the field of the pilot scheme of C-REITs and does 
not discuss in detail the potential organizational structure, the operation and 
management issues of the C-REITs. As mentioned from above, the PBOC and 
CBRC have their own proposed pilot REIT schemes, and once they have been 
issued or implemented on a trial basis, more information will be available and 
thus more detailed study could be done to examine the development status of 
C-REITs market in China.   
As a relatively new financial instrument to the general public of China, the 
C-REITs have a long way to go in removing all the barriers for its smooth 
development, but the author believes that a mature and successful REITs market 
in China can contribute a lot to both the real estate sector, the stock market and 
the national economy. Although lots of efforts need to be done, the author 
believes that they will be all worthwhile and the C-REIT will have a great future 
in China.   
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